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General Mills« 


General Mills 
is Brand Powered 
for growth in 
consumer foods 
markets worldwide. 


Our brands hold 
leading positions 
in attractive 
market categories. 


Cheerios 


Dollars In Millions, Except per Share Data; Fiscal Year Ended 

May 25,1997 

May 26,1996 

May 28,1995 

Continuing Operations 

Sales 

$5,609.3 

$5,416.0 

$5,026.7 

Earnings after Taxes 

445.4 

476.4 

259.7 

Earnings per Share 

2.82 

3.00 

1.64 

Return on Average Total Capital 

23.3% 

28.7% 

17.4% 

Results After Discontinued Operations 

Discontinued Operations after Taxes 

$ 

$ 

$ 107.7 

Net Earnings 

445.4 

476.4 

367.4 

Net Earnings per Share 

2.82 

3.00 

2.33 

Average Shares Outstanding 

158.2 

158.9 

158.0 

Dividends per Share 

$ 2.03 

$ 1.91 

$ 1.88 



92 93 94 95 


- Results including unusual items 


- Results including unusual items 


The return on average total capital prior to 1996 has been determined considering continuing operations only and capital adjusted by assuming that 
the spin-off of our restaurant operations occurred at the beginning of the periods presented. 

1993 results include an unusual after-tax charge related to productivity actions. 1994 results include an unusual after-tax charge related to an 
improper pesticide substitution by an independent contractor in treating certain oat supplies. 1995 results include an unusual after-tax charge related 
to restructuring actions. 1997 results include an unusual after-tax charge related to adoption of Financial Accounting Standards No. 121, “Accounting 
for the Impairment of Long-Lived Assets to Be Disposed Of.” See Note Four to the consolidated financial statements for further information. 










































Bisqufck 


Some of our 
brands have 
ranked as 
consumer favorites 
for decades. 




We see exciting 
opportunities to 
build our brands 
and businesses in 
global markets. 
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Fiscal 1997 was our second year operating exclusively as a 
consumer foods company, following the spin-off of our res¬ 
taurant operations in May 1995. In our first year, we posted 
excellent results that included 8 percent growth in sales and 
record earnings of $3.00 per share, significantly above our 
previous earnings peak. Year two was tougher. We faced a 
very difficult operating environment for our largest business, 
U.S. ready-to-eat cereals, that restrained our 1997 earnings 
before unusual items to $3.00 per share once again. 

Combined 1997 earnings progress for all operations 
excluding Big G cereals exceeded our growth goal. However, 
in the spring and summer of calendar 1996, the major com¬ 
petitors in the U.S. ready-to-eat cereal market announced 
plans to reduce prices and cut marketing spending levels. 
BigG implemented price declines in June 1996 that reduced 
our expected fiscal 1997 sales by approximately $100 million. 
Strong productivity improvements and significant reductions 
in our marketing spending offset only a portion of the earn¬ 
ings impact. As a result, BigG earnings fell below the prior 
year's, offsetting the good profit growth achieved across the 
rest of the company. 

Although earnings progress was inter¬ 
rupted, our brands and businesses con¬ 
tinued to grow. Our success over the longterm 
depends on building unit volumes across our domestic 
businesses, increasing our productivity, expanding our inter¬ 
national presence and leveraging the benefits of our strong 
cash flow. We accomplished a great deal in each of these 
areas during 1997, including these important highlights: 



° We made the largest acquisition in General Mills’ history, 
purchasing the branded cereal and snack mix businesses 
of Ralcorp Holdings, Inc., including Chex cereals and 
Chex Mix snacks. The acquisition, completed on January 31, 
reduced 1997 earnings by approximately 5 cents per share, 
but is expected to contribute to earnings progress in 1998 
and beyond. Full-year sales for these businesses in 
fiscal 1997 totaled about $350 million, and we see excellent 
opportunities for building these distinctive brand franchises. 
° Unit volume for our established U.S. businesses grew 
3 percent to an all-time high. Big G cereal volume excluding 
the acquired Ralcorp brands also grew 3 percent. When 
Ralcorp cereal and snack volume is included, our total 
domestic unit volume was up 4 percent in 1997, matching 
our average annual volume growth over the 1990s. 

S We strengthened our brands by improving established 
products, developing successful new entries and support¬ 
ing those efforts with strong marketing innovation. As a 
result, we achieved market share gains in nearly every 
category where we compete. 

We generated continued productivity gains across the 
supply chain, from purchasing to manufacturing to dis¬ 
tribution. This increased productivity enabled us to improve 
product quality, deliver record levels of customer service, 
reduce required order lead times and partially offset 
increases in our input costs. 

Our international operations recorded volume and 
share growth in markets around the world. For example, 
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Some of our brands 
have created 
entirely new 
grocery categories. 



Our brands grow 
on the strength 
of product 
and marketing 
innovation. 



GROWING MARKET SHARES 


in Percentage Points 

Fiscal 1997 
Pound Share 

Share 

+/-LY 

! Big G Cereals* 

26 

+3 

Canada Cereals 

16 

+2 

1 CPW (Combined Markets) 

17 

+1 

Helper Dinner Mixes 

80 

+1 

, Betty Crocker Desserts 

44 

Even 

Fruit Snacks 

56 

+3 

Pop Secret Popcorn 

26 

Even 

Grain Snacks 

15 

+3 

: Yogurt 

24 

+2 

II - 



*1997 Includes Ralcorp brands 


our Cereal Partners Worldwide (CPW) joint venture with 
Nestle posted a fifth straight year of double-digit volume 
growth, expanded to several new markets, and increased 
its combined market share to 17 percent. In Latin America, 
our International Dessert Partners joint venture with 
CPC International completed its first year, with operations 
under way in seven major markets. 

° Our businesses generated good cash flow, which 
supported growth in shareholder dividends. The 6 percent 
dividend increase effective with the May 1,1997, quarterly 
payment represents an annualized dividend of $2.12 per 
share, among the highest payout levels in our industry. 

0 Our cash flow also supported stock repurchase activity. 

In 1997, we issued approximately 5.4 million shares of 
General Mills common stock in conjunction with our acqui¬ 
sition of the Ralcorp brands. We repurchased a total of 
6.2 million shares during the year. The goal of our ongoing 
repurchase program is to deliver shareholder value by 
reducing shares outstanding an average 1 to 2 percent 
annually. 


In the aggregate, our businesses and brands showed 
good growth momentum in 1997. We intend to build on that 
momentum in 1998 and beyond. 

We expect General Mills to resume 
earnings growth in 1998. Our domestic busi¬ 
nesses enjoy broad-based volume and market share vitality, 
which should generate good earnings gains in a more stable 
pricing environment. In addition, our expanding international 
businesses should record earnings progress. Because we 
generated substantial unit-volume gains in the first half of 
1997, our growth in 1998 will likely be stronger in the second 
half of the year. Our rate of progress for the year as a whole 
will depend in large part on the timing and magnitude of 
improvement in the U.S. cereal category’s growth rate. 

There are encouraging signs. Across the cereal category, 
there is clear evidence of reduced emphasis on excessive 
price promotion. The cereal aisle also is showing increasing 
levels of product innovation and renewed emphasis on 
brand-building marketing activities — the forces that have 
consistently driven this market’s superior growth over the 
longterm. 

Big G has recorded good volume and market share 
progress in recent years by focusing on innovation and 
brand building. In 1998, Big G is intent on sustaining 
strong levels of product innovation, and will shift a greater 
proportion of its marketing resources toward advertising 
and other consumer-focused activities that support 
long-term brand growth. 
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We are focused on 
delivering the innova¬ 
tion that will keep our 
brands going strong. 



Our long-term growth prospects remain 
excel lent. As we look to the future for General Mills, our 
plans and strategies remain centered on the core financial 
goals we established in 1995, when we became a focused 
consumer foods company. Those long-term goals are: 

* 12% average annual earnings per share growth 

* A minimum 25% return on capital 

* Balance sheet strength that merits an "A” bond rating 

* A 50-60% dividend payout 

We believe our prospects for meeting these goals are 
excellent. Our major market categories have attractive 
growth prospects because they fit with consumers' 
demands that food today be nutritious, good-tasting, easy, 
fast and fun. Our brands hold leading positions in their 
markets, and our innovation efforts are concentrated on 
the key product attributes and consumer benefits that 
make these brands grow. 

We continue to find significant opportunities for pro¬ 
ductivity gains across our operations. Our international 


businesses are positioned to make a growing contribution 
to our sales and earnings progress. And as earnings grow, 
we should generate increasing free cash flow that will be 
available to support various growth initiatives. Our latest 
initiative, announced August 5,1997, is a joint venture 
with Want Want Holdings Ltd. to develop a savory snacks 
business in the People's Republic of China. Want Want is 
a leading snack food company in China, and this strategic 
alliance represents General Mills’ entry into one of the 
world’s largest and fastest-growing consumer markets. 

General Mills is well-positioned for growth in markets 
around the world, fueled by the power of our leading con¬ 
sumer brands. That brand power grows from the creativity 
and commitment of General Mills’ 10,200 people. It's our 
good fortune to work with this innovative team, and their 
determination to deliver superior results gives us great 
confidence in our future. 


Sincerely, 



Stephen W. Sanger 
Chairman of the Board and 


Chief Executive Officer 




Charles W. Gaillard 
President 



Raymond G. Viault 
Vice Chairman 


August 8,1997 
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Brands and Businesses Powered for Growth 

Big G Cereals: Great Brands, Great Prospects. Rank break¬ 
fast choices on the combined dimensions of nutrition, convenience, variety 
and cost per serving, and it’s hard to beat ready-to-eat cereals. That distinctive 
blend of attributes helps explain why cereal is an $8 billion retail category with 
an enviable long-term record of 3 percent average annual pound volume growth. 

In 1997, the U.S. ready-to-eat cereal market was significantly disrupted by 
price declines and major reductions in marketing spending, and industry pound 
volume grew just 1 percent in all measured outlets. Volume growth for Big G 

ereals outpaced the category’s, and Big G market share 
excluding the acquired Ralcorp cereal brands grew 
slightly to 23.4 percent. 

New-product innovation was a key factor in Big G’s 
momentum. Frosted Cheerios, introduced in fiscal 1996, 
sustained a market share of greater than 1 percent 
in 1997 to rank among the industry’s biggest brands. Two 
Betty Crocker cereals and French Toast Crunch cereal, introduced 
last fall, also made good contributions to volume and market share. The success of 
French Toast Crunch to date has not come at the expense of its companion brand, 
Cinnamon Toast Crunch, which posted 12 percent volume growth of its own in 1997. 

To keep established cereal brands growing, Big G has a goal of improving 
one third of its existing product line each year. Successful efforts in 1997 




The U.S. ready-to-eat cereal 
market looks ready-to-grow. Today’s 
average consumer eats a healthy 
11 pounds of cereal in a year, or 
about 13 boxes. Kids and older adults 
eat more, consuming an average 
13.5 and 14.3 pounds, respectively 
That’s good news for the cereal 
category, because U.S. population 
growth through 2010 will be concen¬ 
trated in the under 18 and 45+ 
crowds. Simply put, more kids and 
an older, more health-conscious Baby 
Boom generation should mean a 
healthy cereal category. 

The market’s renewed focus on 
innovation is more good news 
because, historically innovation has 
been the category’s key growth driver. 
And a cereal market focused on 
innovation plays to Big G’s strength. 


included changing to Hershey’s cocoa for Cocoa Puffs, a taste improvement 
that helped drive 24 percent volume growth for this 39-year-old brand. 

BigG is carrying good product momentum into fiscal 1998. The Food and 
Drug Administration’s recent confirmation of the heart-related benefits of whole 
grain oats is stimulating consumer interest in oat-based foods, including 


Cheerios. In May 1997, Team Cheerios entered national 
distribution. This lightly sweetened, three-grain cereal 
originally was marketed for a limited time during our 


Big G’s newest innovations 
include French Toast Crunch 
cereal, which builds on the 
Cinnamon Toast Crunch brand. 




5 


U.S. Census 












Haven’t a clue what’s for dinner? 
You 're not atone - 40 percent of con¬ 
sumers will still be wondering at 
4 p.m. When it finally comes time to 
decide, consumers wilt be hungry 
for convenience - it’s estimated that 
80 percent of meals today involve 
preparation time of 20 minutes 
or less. 

For decades, consumers have 
trusted Betty Crocker to deliver 
fast and easy mealtime solutions. 
Today, Betty is working to develop 
mix products that are even faster and 
easier, and don’t sacrifice taste or 
nutrition. Her packaged main meals, 
side dishes and desserts create 
great meals made easy, and they fit 
consumers’ busy schedules by 
providing a widening array of time¬ 
saving, contemporary dishes that 
have all-family appeal. 



Industry Study 


Betty’s new seasoned mashed potatoes 
are in line with current menu trends 
and a hit with consumers. 


sponsorship of the 1996 Summer Olympic 
Games, but it will now be part of the regular 
Cheerios lineup. In August 1997, new Cinnamon Grahams 
cereal will enter national distribution. Big G also has its first 
full-year marketing program behind Chex and Cookie Crisp 
cereals, and expects these distinctive brands to show good growth. 



Betty Crocker Mixes: Blending Quality, Variety and 
Convenience. The markets where Betty Crocker main meal, side dish, 
dessert and baking mixes compete are big businesses, generating combined 
retail category sales in 1997 of $2.4 billion. For these categories, increased 
convenience and the steady addition of new mix varieties and contemporary 
flavors are the keys to growth. 

For example, strong innovation across the Betty Crocker Hamburger Helper 
and Tuna Helper lines drove 5 percent growth in 1997 dinner mix category 
volume. Volume for the Helpers franchise grew even faster, rising 7 percent to an 
all-time high, with good contributions from new flavor varieties including Italian 
Herb Hamburger Helper and Tuna Melt Tuna Helper. Two new Italian flavors 
introduced in June 1997 should help sustain growth momentum. In the specialty 
potatoes category, a new, three-flavor line of Betty Crocker seasoned mashed 
potato mixes helped generate a 4-point market share increase. 

Dessert mix category volume declined in 1997, and unit volume for 
Betty Crocker desserts was down 2 percent compared with record prior-year 
results that included the successful launch of the Sweet Rewards line of reduced- 
fat and fat-free mixes. However, Betty Crocker sustained its leadership market 
share of 44 percent with good per¬ 
formance from new flavor varieties 
added to several lines including 
brownie mixes, which posted 


Product improvements and new flavor 
variations helped generate strong 
growth for Betty Crocker brownie mixe 
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New Golden Grahams Treats snack bars 
build on one of Big G cereals’ popular 
brands and ranked among 1997's 
best-selling grain snacks. 


19 percent volume growth to set a new record. 

Bisquick also sustained its dominant 
share of the variety baking mix segment. 

When there’s still time to cook from scratch, Gold Medal 
flour is the gold standard, and drives our 42 percent leadership position in the 
family flour market. Our bakery flour business recorded its third consecutive year 
of record volume, as U.S. consumers’ per capita flour consumption increased, 
and retail and foodservice bakery volumes continued to show good growth. 



Snack Products: Innovation, Flavor and Fun. Todays 

time-crunched consumers are snacking more and, when they do, the focus 
is on great-tasting foods that are fun to eat. Our snacks lineup offers plenty of 
variety, ranging from fruit snacks to popcorn to grain-based snacks such as 
Golden Grahams Treats and Bugles. The key to building these brands and the 
categories where they compete is product innovation. 

In 1997, innovation fueled good growth for our fruit snacks business. 
Distinctive new varieties like Fun 'n Games Fruit Roll-Ups, product improvements 
including vitamin C fortification, and increasing the number of snacks per carton 
to improve consumer value were all factors that combined to boost our fruit 
snacks market share by 3 points to 56 percent. 

Our share of the grain snacks segment grew 3 points, too, reflecting the 
successful introduction of new Golden Grahams Treats snack bars. In micro- 
wave popcorn, market share for our Pop Secret line was up slightly for the year. 
1997 product innovations included improved varieties of Pop Secret made 
with real butter, and Pop Secret Jumbo Pop, which performed well in its first 
full year in the market. 

Our competitive position in the warehouse-delivered salty snacks 
category strengthened significantly in 1997 with the addition of 
Chex Mix snacks to our Bugles business. 


The addition of Chex Mix complements 
Bugles and extends General Mills’ 
presence in the salty snacks category. 
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Wfraf's made General Mills’ 
snack categories grow an average 
7 percent a year since 1990? 
Constant innovation. Snackers are 
among the most demanding con¬ 
sumers , with high expectations for 
convenience, taste and newfangled 
ideas. And kids raise the bar for fun 
and flavor as they influence many 
snack aisle purchase decisions. 

General Mills knows how to turn 
fresh ideas into winning snack 
products that kids love and parents 
can feel good about. The wheels 
have been cranking - more than half 
of our 1997 snack volume came 
from products introduced within the 
last five years. Given their strong 
commitment to constant innovation, 
don’t expect the folks in our 
snacks division to start acting their 
age, but do expect snacks that are 
" ever-changing awesome." 


General Mills 
Snack Categories 

volume growth 

p Average annual growth = 7% - 


14 ;, - 



A.C. Nielsen 




























growth, driven by exciting new flavor varieties. 



Yogurt: Groat Taste, Ready Now. The U S. refrigerated yogurt 
market has grown at a 6 percent compound rate over the past five years to 
$1.8 billion in retail sales, as consumers of all ages discovered how easy eating 
right can be. Increasing per capita consumption rates reflect that yogurt is high 
in calcium, low fat or fat free, and a good source of protein. Better still, this is 
healthy food that tastes great, and all you need to enjoy it is a spoon. 

Combined volume for the Yoplait and Colombo yogurt businesses grew 
11 percent in 1997, and our market share increased more than 2 points to 
24 percent Yoplait focused consumer marketing efforts behind its core lines 
of Yoplait Original yogurt, Yoplait Custard Style and Yoplait light, and recorded 
strong double-digit volume growth for each. Multipack volumes also were strong, 
particularly on Trix yogurt and Adventure Pack varieties targeted to kids. 

Double-digit volume growth for the Colombo yogurt franchise in 1997 
reflected continued strength in the Northeast, good progress in North Central 
markets, and successful expansion to the Ohio Valley region. Beginning in 
June 1997, Colombo distribution expanded to Michigan, Indiana and the 
western United States, effectively doubling the brand's market area. 


To the office, in the car, and on 
the go, Americans are carrying more 
meals from home - about 30 per¬ 
cent more than 10 years ago. With 
today's hectic lifestyles, that trend is 
likely to continue. Yogurt is low fat, 
rich in calcium, and most important, 
it’s ready now. So it should come as 
no surprise that consumers are 
spooning up more yogurt; in fact, 
grocery volume alone has been grow¬ 
ing an average 6 percent annually 
over the last five years. With a 
solid base of child consumers and 
womens' increasing interest in 
calcium-rich foods, the yogurt 
category looks healthy. 

Our Yoplait and Colombo brands 
are poised to grow with innovative 
new flavors, convenient packaging 
ideas and new market expansion. 
Ready now, for a growing share of 
an expanding category. 



Foodservice: Building Our Brands 
Everywhere Consumers Are. Foodservice 
volume grew 4 percent in 1997, as on-the-go con¬ 
sumers created opportunities for our brands every¬ 
where from airplane tray tables to school cafeterias. 


It’s official: Yogurt is now on school 
breakfast and lunch menus, and 
General Mills Foodservice is ready with 
Trix, the number one child yogurt. 
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Ready-to-eat cereal has global 
appeal. It's nutritious, convenient, 
great-tasting and a good value. So 
whether it's Trix eaten as a snack in 
Malaysia or Corn Flakes and milk 
in Brazil, consumers everywhere are 
eating more cereal and stimulating 
strong growth in cereal markets 
around the world. 

Our Cereal Partners Worldwide 
(CPW) joint venture with Nestle is 
helping drive cereal category growth 
with its expanding lineup of dis¬ 
tinctive brands. Each year since 
operations began in 1991, CPW 
has achieved double-digit volume 
growth as it has captured growing 
shares of growing international 
markets. Nowhere in the world has 
CPW found a market where people 
haven’t responded to the goodness 
of ready-to-eat cereal. 








Cereal Partners Worldwide competes in 
60 international markets, including recent 
expansion to Argentina and Brazil. 




During 1997, the United States Department of Agriculture approved 
yogurt as a meat substitute for school lunches and breakfasts. Our 
strong Yoplait and Colombo brands should help generate good 
growth in this and other foodservice channels. The yogurt business 
complements our other foodservice categories, which include a 
growing snacks business; ready-to-eat cereals, where we hold a 
strong and growing number two market position; and baking mixes, 
where we are the foodservice market leader. 



International Operations: Growing Brands with |i|Q| 
Worldwide Appeal. From 1990to 1997, General Mills made 
significant investments to build a base for international growth of our brands. We 
formed three strategic joint ventures with strong, multinational food partners and 
more than doubled our international sales to $1 billion. Today, our brands and 
businesses are capturing growing shares of growing markets around the globe. 

Our Cereal Partners Worldwide (CPW) joint venture with Nestle competes 
in international markets that account for more than 75 percent of the world’s 
cereal consumption excluding North America.Total CPW sales have reached 
nearly $700 million, and calendar 1996 unit volume grew 18 percent as the 
venture recorded share gains in most of its major markets. CPW expanded into 
Argentina and Brazil during the past year, and is currently entering Slovakia, 
Hungary, the Czech Republic and Russia. With this continued progress, CPW 
remains on track toward its year 2000 goals of $1 billion in profitable sales and 
a strong number two position in cereal markets outside North America. 

Snack Ventures Europe (SVE), our joint venture with PepsiCo, was estab¬ 
lished in 1992 by combining six existing 

snack companies. Sales of $900 mil- ^ i 

1 ion in 1997 were below the prior 4 %\ / f" Jo\ rfl 

Snack Ventures Europe is 
the Continent’s largest snack 
1 company, with a growing line 

I;, of innovative products. S— 









In Millions, Fiscal Year Ended 

1997 

1996 

1995 

1994 

1993 

Joint Ventures 






Pro Rata Sales 

$728.2 

$705.7 

$584.0 

$476.4 

$451.0 

Earnings After Tax 

(6.3) 

(2.8) 

(6.6) 

(7.3) 

(12.4) 

Invested Capital 

234.6 

229.8 

228.8 

180.1 

155.6 

100% Owned* 






Total Sales 

274.5 

260.5 

238.9 

224.5 

218.7 

Earnings After Tax 

17.5 

18.8 

16.2 

18.1 

16.4 

Invested Capital 

109.9 

107.4 

106.0 

99.7 

96.9 

Total International 






Sales 

1,002.7 

966.2 

822.9 

700.9 

669.7 

Earnings After Tax 

11.2 

16.0 

9.6 

10.8 

4.0 

Invested Capital 

344.5 

337.2 

334.8 

279.8 

252.5 


year's, reflecting a decline in unit vol¬ 
ume against difficult comparisons in 
several key markets. Since the venture 
was formed, SVE has built leadership 
shares in its existing snack markets. 
Expansion to new European markets 
represents a future growth opportunity. 

International Dessert Partners 


* Canada and Export Operations 


(IDP) is our desserts and baking mix 


International earnings in 1997 reflected 
year-one investment for IDP and lower 
volumes for SVE. We expect renewed 
earnings progress in 1998. 


joint venture in Latin America with CPC International. In April 1996, IDP 
launched its first products in Mexico, Colombia, Argentina and Brazil. During 
fiscal 1997, the venture entered the market in Uruguay and began shipping 
product from its new plant there, and later expanded to Chile and Peru. As 
distribution builds, IDP is experiencing good consumer trial and stimulating 
dessert category growth. 


International 
Dessert Partners 
is driving Latin 
American dessert 
market growth 
with a variety 
of distinctive 
new products. 



General Mills’ Canadian food operations achieved broad-based volume 
and market share growth in 1997. Unit volume was up 10 percent, and market 
shares increased for nearly every major product category. Cereal market share in 
Canada grew 2 points to exceed 16 percent, with good new-product contributions 
from Frosted Cheerios and a Maple Nut variety of Oatmeal Crisp 
cereal unique to Canada. Export operations continued to build 
the company’s brands in 85 international markets. 

Our overall international earnings growth was interrupted 
in 1997, as year-one development spending for IDP and lower 
volumes for SVE offset the strong profit progress achieved by CPW. Beginning 
in 1998, we expect international operations to resume earnings progress and 


become increasingly important contributors to our long-term growth. 


New product introductions helped 
General Mills Canada post double-digit 
volume gains and increased market 
shares in 1997 
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General Mills’ fundamental performance goal is to deliver 
good growth with high returns. Specifically, our objective 
is to generate financial results that place us within the top 
10 percent of American public companies measured by 
the combination of earnings per share growth and return on 
capital. In 1997, our return on average total capital excluding 
unusual items was 24.6 percent, among the very highest in 
U.S. industry. However, earnings of $3.00 per share before 
unusual items were unchanged from the prior year and 
below our expectations. 

Three primary factors hindered 1997 earnings progress. 
The most significant of these was the impact of price declines 
implemented during the spring and summer of 1996 in the 
U.S. ready-to-eat cereal market. In June 1996, our Big G 
cereal business reduced prices an average 11 percent on 
brands accounting for 42 percent of volume, and at that time 
we indicated the impact on Big G’s earnings would cause 
General Mills’ overall earnings per share progress in 1997 
to fall below our goal of 12 percent average annual growth. 

The second factor to affect 1997 earnings was lower-than- 
expected domestic unit volume growth in the last half of the 
year. This shortfall was largely due to second-half volume 
declines for Big G cereals, where reductions in marketing 
spending (made to partially offset the price declines) inter¬ 
rupted momentum. Finally, 1997 earnings were reduced 
approximately 5 cents per share as anticipated by the acqui¬ 
sition of the Raicorp branded cereal and snacks businesses 
completed on January 31. 

We expect our earnings growth to resume in fiscal 1998 
due to improving trends we currently see in the U.S. cereal 
market. In July 1997, Big G increased its cereal prices an 
average of 2.6 percent to partially offset component cost 
inflation experienced over the past several years. Big G cereal 
prices remain below those of four years ago. Our rate of earn¬ 
ings growth for the year will depend in large part on the timing 
and rate of improvement in U.S. cereal category growth. Over 
the longer term, we believe prospects for achieving our goals 
of superior growth and returns remain excellent. 

RESULTS OF OPERATIONS IN 1997 vs. 1996 

For the year ended May 25,1997, earnings before unusual 
items totaled $474.6 million, or $3.00 per share. These 
results were essentially flat compared with the $476.4 mil¬ 
lion, or $3.00 per share, earned in the previous year. In the 
first quarter of 1997, we adopted Statement of Financial 
Accounting Standards (SFAS) No. 121, Accounting for the 
Impairment of Long-Lived Assets, and recorded a non-cash 
after-tax charge of $29.2 million ($48.4 million pre-tax), or 
18 cents per share. Including this unusual item, fiscal 1997 
earnings per share totaled $2.82. Reported sales grew 


4 percent to $5.61 billion despite the approximately $100 mil¬ 
lion reduction in expected cereal sales. 

Total domestic unit volume for established businesses grew 

3 percent, and including the acquired Raicorp brands for the 
final four months of the year, the total U.S. volume growth rate 
was more than 4 percent. Our growth momentum was broadly 
based, with Betty Crocker dinner and side dish volume up 

4 percent, yogurt volume up 11 percent, and volumes for 
snacks and Big G cereals - excluding the acquired Raicorp 
brands - up 5 percent and 3 percent, respectively. Betty Crocker 
desserts volume was down 2 percent from strong prior-year 
levels. Market shares were even or up for nearly all of our 
major retail businesses. In addition, foodservice operations 
posted a 4 percent volume gain for the year. 

For Big G cereals, 1997 unit volume including the acquired 
Chex and Cookie Crisp brands was up 4 percent. However, 
total sales of $2.2 billion were essentially flat due to the price 
decline, and earnings were lower as reductions in marketing 
spending offset only a portion of the profit impact. Cereal cat¬ 
egory volume grew 1 percent in all measured outlets during 
1997. Big G’s pound market share grew slightly to 23.4 per¬ 
cent, and including the Chex and Cookie Crisp brands our 
total cereal market share increased to over 26 percent. 

international operations, including our proportionate 
share of joint ventures, generated 7 percent unit volume 
growth. Canadian operations posted a 10 percent volume 
gain and broad-based market share progress. Cereal Partners 
Worldwide (CPW), our cereal joint venture with Nestle, 
recorded a 15 percent volume gain for the 12 months ending 
in March 1997 that are included in our fiscal year. Market 
shares were even or up in most established CPW markets, 
and the venture continued to enter new markets, including 
Argentina, Brazil and several eastern European countries. 
Snack Ventures Europe (SVE), our snacks joint venture with 
PepsiCo, reported a 6 percent unit volume decline and lower 
sales compared with strong prior-year levels that included 
heavy promotional activity in key markets. The International 
Dessert Partners (IDP) joint venture in Latin America with 
CPC International completed its first year of operations. 

Total international earnings were below the prior year’s, 
primarily due to year-one development spending for IDP 
and SVE’s key market volume declines. 

Net interest expense totaled $100.5 million in 1997, com¬ 
pared with $101.4 million in 1996 and $101.2 million in 1995. 
We expect net interest expense to be higher in fiscal 1998 
due to increased borrowings associated with our Raicorp 
acquisition and our ongoing share repurchase program. 

The 1997 effective income tax rate on earnings as 
reported was 36.4 percent. Excluding unusual items (the 
adoption of SFAS No. 121 discussed above), the effective 
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tax rate was 36.6 percent. That compares with effective tax 
rates of 36.8 percent in 1996 and 36.5 percent in 1995. 

Excluding the deflation in cereal prices discussed earlier, 
it is our view that changes in the rate of inflation have not had 
a significant effect on overall profitability from continuing 
operations in the three most recent years. Management 
attempts to minimize the effects of inflation through appropri¬ 
ate planning and operating practices. 

Adoption of SFAS No. 128, “Earnings per Share” and 
No. 129, “Disclosure of information about Capita) Structure” 
is required in fiscal 1998. There will be no impact on our 
financial condition or results of operations due to the adop¬ 
tion of these rules. 

1996 COMPARED WITH 1995 

Fiscal 1996 earnings of $476.4 million, or $3.00 per share, 
were up 28 percent from the $371.3 million, or $2.35 per 
share, earned by continuing operations before restructuring 
charges in 1995. Reported sales for fiscal 1996 increased 
8 percent to $5.42 billion. 

Our performance in 1996 reflected unit volume gains 
across the company’s domestic food businesses, continued 
productivity gains, and accelerating international performance, 
in the United States, unit volume grew 7 percent. Big G 
cereals led company performance, recording 10 percent unit 
volume growth that more than recovered volume lost in 1995 
during the oats-related business disruption. Betty Crocker 
desserts volume grew 5 percent, Helper dinner mix volume 
was up 16 percent, and our snack business posted a 
2 percent volume increase. Gold MedalH our, yogurt opera¬ 
tions and the foodservice business also achieved good vol¬ 
ume gains. International results included overall unit volume 
growth of 13 percent and a more than 50 percent improve¬ 
ment in earnings. 

The fiscal 1995 earnings of $2.35 per share before 
restructuring charges reflected the oats-related disruption 
experienced by Big G cereals during the first quarter, as well 
as lower shipments of domestic snack products and the one¬ 
time impact of strategic trade promotion changes. During 
fiscal 1995, we spun off our restaurant operations as an inde¬ 
pendent public company and took key actions to sharpen 
focus on our best growth and return opportunities in consumer 
foods. Consumer foods restructuring charges in 1995 totaled 
$111.6 million aftertax, or 71 cents per share, and related 
primarily to elimination of our least-efficient manufacturing 
capacity and realignment of the sales organization. Including 
these charges, 1995 earnings for continuing operations 
totaled $259.7 million, or $1.64 per share. 

FINANCIAL CONDITION 

It is our view that the most important measures of financial 
strength are the ratios of cash flow to debt and fixed charge 
coverage. The cash flow to debt ratio measures the amount 
of cash that the company generates each year as a percent¬ 
age of its total debt. The fixed charge coverage ratio measures 
the number of times each year that the company earns 


enough to cover its fixed charges. Fiscal 1997 fixed charge 
coverage of 6.9 times excluding unusual items remains very 
strong. Cash flow to debt of 35 percent declined this year, 
reflecting lower cereal earnings, and increased debt associ¬ 
ated with the Ralcorp transaction and our share repurchase 
activity. We expect this ratio to remain at this level for 1998. 

Our balance sheet reflects the impact of two recent 
transactions. At the end of fiscal 1995, when we spun off our 
restaurant operations, stockholders’ equity was reduced by 
approximately $1.2 billion. In our acquisition of the branded 
ready-to-eat cereal and snack mix businesses from Ralcorp 
Holdings, Inc., we issued approximately $355 million in 
General Mills common stock (approximately 5.4 million 
shares) to Ralcorp shareholders and assumed about 
$215 million of Ralcorp public debt and accrued interest. 

This acquisition has been accounted for under the purchase 
method of accounting. Acquired goodwill totals approximately 
$555 million, and will be amortized on a straight-line basis 
over 40 years. Please see Note Two to the consolidated finan¬ 
cial statements fora complete discussion of this acquisition. 

The company’s capital structure is shown in the 
accompanying table: 

CAPITAL STRUCTURE 

1 in Millions May 25,1997 May 26,1996 I 


Notes payable 

$ 204.3 

$ 141.6 

Current portion of long-term debt 

139.0 

75.4 

Long-term debt 

1,530.4 

1,220.9 

Deferred income taxes - tax leases 

143.7 

157.5 

Total debt 

2,017.4 

1,595.4 

Debt adjustments; 



Leases - debt equivalent 

184.4 

159.4 

Marketable investment, at cost 

(132.7) 

(171.8) 

Adjusted debt 

2,069.1 

1,583.0 

Stockholders’ equity 

494.6 

307.7 

Totai capital 

$2,563.7 

; $1,890.7 


We intend to manage our businesses and financial ratios 
so as to maintain an “A” bond rating, which allows access to 
financing at reasonable costs. Currently, General Mills’ pub¬ 
licly issued long-term debt carries ratings of “A2” (Moody’s 
Investors Services, Inc.) and “A+” (Standard and Poor’s 
Corporation). Our commercial paper has ratings of “P-1” 
(Moody’s) and “A-l” (Standard and Poor’s) in the United 
States and “R-l (middle)” in Canada from Dominion Bond 
Rating Service. 

We selectively use derivatives to hedge financial risks, 
primarily interest rate volatility and foreign currency fluc¬ 
tuations. The derivatives are generally treated as hedges 
for accounting purposes. We manage our debt structure 
through both issuance of fixed and floating-rate debt, and 
the use of derivatives. The debt equivalent of our leases 
and deferred income taxes related to tax leases are both 
fixed-rate obligations. The accompanying table, when 
reviewed in conjunction with the capital structure table, 
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shows the composition of our debt structure including 
the impact of derivatives. 

DEBT STRUCTURE 


Dollars in Millions May 25,1997 May 26,1996 


Floating-rate debt 

$ 706.0 

34% 

$ 280.3 

18% 

Fixed-rate debt 

1,035.0 

50 

985.8 

62 

Leases - debt equivalent 
Deferred income taxes - 

184.4 

9 

159.4 

10 

tax leases 

143.7 

7 

157.5 

10 

Total debt 

$2,069.1 

100% 

$1,583.0 100% 


Commercial paper is a continuing source of short-term 
financing. Bank credit lines are maintained to ensure avail¬ 
ability of short-term funds on an as-needed basis. As of 
May 25,1997, we had fee-paid credit lines of $700 million. 

Our shelf registration statement permits issuance of up 
to $500 million net proceeds in unsecured debt securities. 
The shelf registration authorizes a medium-term note pro¬ 
gram that provides additional flexibility in quickly accessing 
the debt markets. 

Sources and uses of cash in the past three years are 
shown in the accompanying table: 

CASH SOURCES (USES) 


in Millions 

1997 

1996 

1995 

From continuing 
operations 

$ 594.1 

$676.4 

$457.4 

From discontinued 
operations 

(6.8) 

(16.6) 

210.1 

Fixed assets and 
other investments, 
net-continuing 

(231.8) 

(173.9) 

(231.6) 

Change in marketable 
securities 

39.7 

.9 

27.4 

Proceeds from disposition 
of businesses 

6.5 


188.3 

Investment activities, net- 
discontinued operations 

_ 

_ 

(357.5) 

Increase (decrease) in 
outstanding debt - net 

221.9 

(164.8) 

(312.6) 

Financing activities - 
discontinued operations 



347.9 

Common stock issued 

60.5 

38.0 

24.3 

Treasury stock purchases 

(361.8) 

(35.6) 

(57.7) 

Dividends paid 

(320.7) 

(303.6) 

(297.2) 

Other 

(9.4) 

(13.2) 

(13.6) 

Increase (decrease) 
in cash and 
cash equivalents 

$ (7.8) 

$ 7.6 

$ (14.8) 






Continuing operations generated $82.3 million less cash 
in 1997 than in 1996, primarily due to lower earnings from 
U.S. cereals and an increased impact from the change in 
working capital. 

Capital investment for fixed assets and joint venture devel¬ 
opment totaled approximately $209 million in 1997, compared 
to $174 million in 1996. For fiscal 1998 through 2000, we 
expect our capital investment needs {including joint-venture 
funding) to average about $225 million annually. As we meet 
our earnings growth expectations, cash flow from operations 
after capital investments should increase and would be avail¬ 
able to support growth initiatives, dividend growth and stock 
repurchase activity. 

We conduct an ongoing share repurchase program with 
the goal of reducing shares outstanding an average 1 to 2 
percent annually. In 1997, we repurchased 6.2 million shares 
of common stock for about $362 miliion.This included open- 
market purchases equivalent to approximately half of the 5.4 
million shares issued in February in the Ralcorp transaction. 
Average shares outstanding for 1997 were 158.2 million, 
down 700,000 shares from the prior year. 

CAUTIONARY STATEMENT RELEVANT TO 
FORWARD-LOOKING INFORMATION 

Forward-looking statements, based on management’s 
current views and assumptions, are made throughout this 
Management’s Discussion and Analysis and elsewhere in this 
report to shareholders. These statements are subject to cer¬ 
tain risks and uncertainties that could cause actual results 
to differ materially from historical results and those presently 
anticipated or projected. Among the factors that may affect 
operating results are the following: competitive dynamics 
in the U.S. ready-to-eat cereal market, including competitive 
promotional spending levels; actual unit volume growth 
achieved and product mix; fluctuations in the cost and avail¬ 
ability of supply-chain resources; general economic condi¬ 
tions, including currency rate fluctuations; and the effect 
of stock market conditions on our common stock repurchase 
activity. Our 1997 Form 10-K contains further discussion of 
these matters. 
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REPORT OF MANAGEMENT RESPONSIBILITIES 


The management of General Mills, Inc. is responsible for 
the fairness and accuracy of the consolidated financial state¬ 
ments. The consolidated financial statements have been 
prepared in accordance with generally accepted accounting 
principles, using management’s best estimates and judgments 
where appropriate. The financial information throughout this 
report is consistent with our consolidated financial statements. 

Management has established a system of internal controls 
that provides reasonable assurance that assets are adequately 
safeguarded and transactions are recorded accurately in all 
material respects, in accordance with management’s authoriza¬ 
tion. We maintain a strong audit program that independently 
evaluates the adequacy and effectiveness of internal controls. 
Our internal controls provide for appropriate separation of duties 
and responsibilities, and there are documented policies regard¬ 
ing utilization of company assets and proper financial reporting. 
These formally stated and regularly communicated policies 
demand highly ethical conduct from all employees. 


The Audit Committee of the Board of Directors meets 
regularly to determine that management, internal auditors 
and independent auditors are properly discharging their 
duties regarding internal control and financial reporting. 

The independent auditors, internal auditors and employees 
have full and free access to the Audit Committee at any time. 

KPMG Peat Marwick LLP, independent certified public 
accountants, is retained to audit the consolidated financial 
statements. The auditors’ report follows. 

S.W. Sanger ' 

Chairman of the Board and 


President 


Chief Executive Officer ^ 


C.W. Gaillard 



R.G. Viault 
Vice Chairman 


REPORT OF THE AUDIT COMMITTEE 


The Audit Committee of the Board of Directors is composed 
of six outside directors. Its primary function is to oversee 
the Company’s system of internal controls, financial reporting 
practices and audits to ensure that their quality, integrity 
and objectivity are sufficient to protect stockholder interests. 

The Audit Committee met three times during 1997 to 
review the overall audit scope, plans and results of the internal 
auditors and independent auditors, the Company’s internal 
controls, emerging accounting issues, officer and director 
expenses, audit fees, goodwill and other intangible values, 
and the audits of the pension plans. The Committee also met 
separately without management present and with the inde¬ 
pendent auditors to discuss the audit. The Committee also 
reviewed the Company’s annual financial statements and, 


acting with other Board members, approved them before 
issuance. Audit Committee meeting results were reported 
to the full Board of Directors. The Audit Committee recom¬ 
mended to the Board that KPMG Peat Marwick LLP be 
reappointed for 1998, subject to the ratification of stock¬ 
holders at the annual meeting. 

The Audit Committee is satisfied that the internal 
control system is adequate and that the stockholders 
of General Mills are protected by appropriate accounting 
and auditing procedures. 



M.D. Rose 

Chairman, Audit Committee 


INDEPENDENT AUDITORS’ REPORT 

The Stockholders and the Board of Directors of 
General Mills, Inc.: 

We have audited the accompanying consolidated balance 
sheets of General Mills, Inc. and subsidiaries as of May 25, 
1997 and May 26,1996, and the related consolidated state¬ 
ments of earnings and cash flows for each of the fiscal years 
in the three-year period ended May 25,1997. These con¬ 
solidated financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based 
on our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that 
we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing 
the accounting principles used and significant estimates 


made by management, as well as evaluating the overall finan¬ 
cial statement presentation. We believe that our audits pro¬ 
vide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of General Mills, Inc. and subsidiaries as 
of May 25,1997 and May 26,1996, and the results of their 
operations and their cash flows for each of the fiscal years in 
the three-year period ended May 25,1997 in conformity with 
generally accepted accounting principles. 

As discussed in Note Four to the consolidated financial 
statements, the Company adopted the provisions of the 
Financial Accounting Standards Board's Statement No. 121, 
Accounting for the Impairment of Long-Lived Assets and for 
Long-Lived Assets to Be Disposed Of, in fiscal 1997. 

/C LLP> 

Minneapolis, Minnesota 
June 26,1997 


In Millions, Except per Share Data, Fiscal Year Ended May 25,1997 

May 26,1996 

May 28,1995 

Continuing Operations: 

Sales $5,609.3 

Costs and Expenses: 

Cost of sales 2,328.4 

Selling, general and administrative 2,239,2 

Depreciation and amortization 182.8 

Interest, net 100.5 

Unusual items 48.4 

$5,416.0 

2,241.0 

2,128.3 

186.7 

101.4 

$5,026.7 

2,123.0 

2,008.3 

191.4 

101.2 

183.2 

Total Costs and Expenses 4,899.3 

4,657.4 

4,607.1 

Earnings from Continuing Operations before Taxes 
| and Earnings (Losses) of Joint Ventures 710,0 

j Income Taxes 258.3 

Earnings (Losses) from Joint Ventures (6.3) 

758.6 

279.4 

(2.8) 

419.6 

153.3 

(6.6) 

Earnings from Continuing Operations 445,4 

Discontinued Operations after Taxes 

476.4 

259.7 

107.7 

Net Earnings $ 445,4 

$ 476.4 

$ 367.4 


Earnings per Share: 

Continuing operations $ 2,82 

Discontinued operations 

$ 3.00 

$ 1.64 

.69 

Net Earnings per Share $ 2.82 

$ 3.00 

$ 2.33 



Average Number of Common Shares 158,2 j 158.9 I 158.0 


See accompanying notes to consolidated financial statements. 
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in Millions 

May 25,1997 

May 26,1996 

Assets 



Current Assets: 



Cash and cash equivalents 

$ 12,8 

$ 20.6 

Receivables, less allowance for doubtful accounts of $4.1 in both 1997 and 1996 

419,1 

337.8 

Inventories 

364,4 

395.5 

Prepaid expenses and other current assets 

107.3 

132.6 

Deferred income taxes 

107,7 

108.6 

Total Current Assets 

1,011.3 

995.1 

Land, Buildings and Equipment, at cost 

1,279.4 

1,312.4 

Other Assets 

1,611,7 

987.2 

Total Assets 

$3,902.4 

$3,294.7 

Liabilities and Equity 



Current Liabilities: 



Accounts payable 

$ 599,7 

$ 590.7 

Current portion of long-term debt 

139,0 

75.4 

Notes payable 

204.3 

141.6 

Accrued taxes 

97.0 

124.3 

Accrued payroll 

129,4 

124.7 

Other current liabilities 

123.1 

135.2 

Total Current Liabilities 

1,292,5 

1,191.9 

Long-term Debt 

1,530,4 

1,220.9 

Deferred Income Taxes 

272.1 

250.0 

Deferred Income Taxes-Tax Leases 

143,7 

157.5 

Other Liabilities 

169,1 

166.7 

Total Liabilities 

3,407.8 

2,987.0 

Stockholders’ Equity: 



Cumulative preference stock, none issued 

- 

- 

Common stock, 204.2 shares issued 

578,0 

384.3 

Retained earnings 

1,535,4 

1,408.6 

Less common stock in treasury, at cost, shares of 44.3 in 1997 and 45.2 in 1996 

(1,501,9) 

(1,367.4) 

Unearned compensation and other 

(58.0) 

(61.2) 

Cumulative foreign currency adjustment 

(58,9) 

(56.6) 

Total Stockholders’ Equity 

494,6 

307.7 

Total Liabilities and Equity 

$3,902,4 

$3,294.7 


See accompanying notes to consolidated financial statements. 
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In Millions, Fiscal Year Ended 

May 25,1997 

May 26,1996 

May 28,1995 

Cash Flows - Operating Activities: 




Earnings from continuing operations 

$ 445.4 

$476.4 

$259.7 

Adjustments to reconcile earnings to cash flow: 




Depreciation and amortization 

182,8 

186.7 

191.4 

Deferred income taxes 

20.9 

42.4 

59.0 

Change in current assets and liabilities, net of effects 




from business acquired 

(86.4) 

(25.9) 

(227.8) 

Unusual expenses 

48.4 

- 

183.2 

Other, net 

(17.0) 

(3.2) 

(8.1) 

Cash provided by continuing operations 

594.1 

676.4 

457.4 

Cash provided (used) by discontinued operations 

(6.8) 

(16.6) 

210.1 

Net Cash Provided by Operating Activities 

587.3 

659.8 

667.5 

Cash Flows - Investment Activities: 




Purchases of land, buildings and equipment 

(162.5) 

(128.8) 

(156.5) 

Investments in businesses, intangibles and affiliates, net of dividends 

(42.0) 

(40.0) 

(48.8) 

Purchases of marketable securities 

(8.0) 

(21.6) 

(21.7) 

Proceeds from sale of marketable securities 

47.7 

22.5 

49.1 

Proceeds from disposal of land, buildings and equipment 

2.6 

6.2 

1.2 

Proceeds from disposition of businesses 

6.5 

- 

188.3 

Other, net 

(29.9) 

(11.3) 

(27.5) 

1 Discontinued operations investment activities, net (primarily new restaurants) 

- 

(357.5) 

Net Cash Used by Investment Activities 

(185.6) 

(173.0) 

(373.4) 

Cash Flows - Financing Activities: 




Increase (decrease) in notes payable 

312.7 

(42.4) 

(330.4) 

Issuance of long-term debt 

76.2 

42.3 

135.0 

Payment of long-term debt 

(167.0) 

(164.7) 

(117.2) 

Common stock issued 

60.5 

38.0 

24.3 

Purchases of common stock for treasury 

(361.8) 

(35.6) 

(57.7) 

Dividends paid 

(320.7) 

(303.6) 

(297.2) 

Other, net 

(9.4) 

(13.2) 

(13.6) 

Pre spin-off borrowings by Darden (Note Three) 

- 

- 

347.9 

Net Cash Used by Financing Activities 

(409.5) 

(479.2) 

(308.9) 

Increase (Decrease) in Cash and Cash Equivalents 

(7.8) 

7.6 

| (14.8) 

Cash and Cash Equivalents - Beginning of Year 

20.6 

13.0 

27.8 

Cash and Cash Equivalents - End of Year 

$ 12.8 

$ 20.6 

$ 13.0 



Cash Flow from Changes in Current Assets and Liabilities: 




Receivables 

$ (80.0) 

$ (59.5) 

$ (11.9) 

Inventories 

45.0 

(23.7) 

(52.7) 

Prepaid expenses and other current assets 

2.5 

(6.3) 

(11.9) 

Accounts payable 

(27.8) 

93.2 

(18.1) 

Other current liabilities 

(26.1) 

(29.6) 

(133.2) 

Change in Current Assets and Liabilities 

$ (86.4) 

$ (25.9) 

$(227.8) 


See accompanying notes to consolidated financial statements. 
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No'ies to Consolidated 




^ SUMMARY OF SIGNIFICANT 

ACCOUNTING POLICIES 

The preparation of the Consolidated Financial Statements 
in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions 
that affect reported amounts of assets and liabilities and dis¬ 
closure of contingent assets and liabilities at the date of the 
financial statements, and the reported amounts of revenues 
and expenses during the reporting period. Actual results 
could differ from those estimates. 

(A) Principles of Consolidation -The consolidated finan¬ 
cial statements include the following domestic and foreign 
operations: parent company and 100% owned subsidiaries, 
and General Mills’ investment in and share of net earnings 
or losses of 20-50% owned companies. 

Our fiscal year ends on the last Sunday in May. Years 
1997,1996 and 1995 each consisted of 52 weeks. 

{B) Land, Buildings, Equipment and Depreciation - 
Buildings and equipment are depreciated over estimated 
useful lives, primarily using the straight-line method. Buildings 
are usually depreciated over 40 to 50 years and equipment 
over three to 15 years. Accelerated depreciation methods are 
generally used for income tax purposes. 

When an item is sold or retired, the accounts are relieved 
of its costand related accumulated depreciation; the resulting 
gains and losses, if any, are recognized. 

(C) Inventories - Inventories are valued at the lower of 
cost or market. Certain domestic inventories are valued using 
the LIFO method, while other inventories are generally valued 
using the FIFO method. 

(D) Intangible Assets - Goodwill represents the difference 
between the purchase price of acquired companies and the 
related fair value of net assets acquired and accounted for by 
the purchase method of accounting. Goodwill is amortized on 
a straight-line basis over 40 years or less. 

Intangible assets include an amount that offsets a 
minimum liability recorded for a pension plan with assets 
less than accumulated benefits as required by Financial 
Accounting Standard No. 87. 

The costs of patents, copyrights and other intangible 
assets are amortized evenly over their estimated useful lives. 

The Audit Committee of the Board of Directors annually 
reviews goodwill and other intangibles. At its meeting on 
February 24,1997, the Audit Committee affirmed that the 
remaining amounts of these assets have continuing value 
based upon a return on capital analysis. 

(E) Recoverability of Long-Lived Assets - As discussed 
in Note Four, in 1997 we adopted Statement of Financial 
Accounting Standards No. 121, “Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived Assets 
to Be Disposed Of.” 


We review long-lived assets, including identifiable intan¬ 
gibles and associated goodwill, for impairment when events or 
changes in circumstances indicate that the carrying amount 
of an asset may not be recoverable. An asset is deemed 
impaired and written down to its fair value if expected associ¬ 
ated future cash flows are less than its carrying amount. 

(F) Foreign Currency Translation - For most foreign 
operations, local currencies are considered the functional cur¬ 
rency. Assets and liabilities are translated using the exchange 
rates in effect at the balance sheet date. Results of operations 
are translated using the average exchange rates prevailing 
throughout the period. Translation effects are accumulated 
in the foreign currency adjustment in stockholders’ equity. 

(G) Financial Instruments - See Note Eight for a description 
of the accounting policies related to financial instruments. 

(H) Research and Development- All expenditures for 
research and development are charged against earnings in 
the year incurred. The charges for 1997,1996 and 1995 were 
$61.4 million, $60.1 million and $59.8 million, respectively. 

W Advertising Costs - Advertising expense (including 
production and communication costs) for 1997,1996 and 
1995 was $306.5 million, $319.7 million and $323.7 million, 
respectively. Prepaid advertising costs (including syndication 
properties) of $22.6 million and $24.2 million were reported 
as assets at May 25, 1997 and May 26, 1996, respectively. 

We expense the production costs of advertising the first time 
that the advertising takes place. 

U) Stock-based Compensation - We use the "intrinsic 
value-based method” for measuring the cost of compensation 
paid in Company common stock. This method defines our 
cost as the excess of the stock’s market value at the time 
of the grant over the amount that the employee is required 
to pay. Our stock option plans require that the employee’s 
payment (i.e., exercise price) is the market value as of 
the grant date. 

(K) Earnings per Share - Earnings per share has been 
determined by dividing the appropriate earnings by the 
weighted average number of common shares outstanding 
during the year. Common share equivalents were not material. 

(L) Segment Information - We operate exclusively in the 
consumer foods industry. On May 28,1995 we spun off our 
restaurants segment. See Note Three. 

( M) Statements of Cash Flows - For purposes of the 
statement of cash flows, we consider all investments 
purchased with an original maturity of three months or less 
to be cash equivalents. 

(A/) New Accounting Rules - In February 1997, the 
Financial Accounting Standards Board (FASB) issued 
Statement of Financial Accounting Standards (SFAS) No. 128, 
“Earnings per Share.” This new standard requires dual 
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presentation of basic and diluted earnings per share (EPS) on 
the statement of earnings for all entities with complex capital 
structures. Adoption of SFAS No. 128 is required in our third 
quarter of 1998. Early adoption is not permitted. There will be 
no impact on our financial condition or results of operations 
due to the adoption of SFAS No. 128 and diluted EPS (includ¬ 
ing the effects of common stock equivalents) will not be mate¬ 
rially less than basic EPS. 

SFAS No. 129, “Disclosure of Information about Capital 
Structure” was also issued in February 1997. Our current 
disclosures regarding capital structure will not be materially 
different under SFAS No. 129. 

The Securities and Exchange Commission has adopted 
rules requiring expanded disclosure of risks and policies 
concerning derivatives and market risk. Adoption of these 
rules is required in our 1998. There will be no impact on our 
financial condition or results of operations due to the adop¬ 
tion of these rules. 

ACQUISITION 

On January 31,1997, the Company acquired the branded 
ready-to-eat cereal and snack mix businesses of Ralcorp 
Holdings, Inc., including its Chex and Cookie Crisp brands. 
This acquisition included a Cincinnati, Ohio, manufacturing 
facility that employs 240 people, and trademark and tech¬ 
nology rights for the branded products in the Americas. The 
purchase price of $570 million (subject to a purchase price 
adjustment) involves a combination of the issuance of about 
$355 million in General Mills common stock (approximately 
5.4 million shares) to Ralcorp shareholders and the assump¬ 
tion of about $215 million of Ralcorp public debt and accrued 
interest. This acquisition has been accounted for under the 
purchase method of accounting. The purchase price has 
been preliminarily allocated based on estimated fair values 
at date of acquisition, pending final determination of certain 
acquired balances. This preliminary allocation has resulted 
in acquired goodwill of approximately $555 million, which is 
being amortized on a straight-line basis over 40 years. 

The results of the acquired businesses have been included 
in the consolidated financial statements since the acquisition 
date. 1997 earnings were reduced approximately $.05 per 
share by the acquisition. 

The following unaudited proforma information presents 
a summary of Our consolidated results of operations and the 
acquired branded ready-to-eat cereal and snack mix busi¬ 
nesses of Ralcorp as if the acquisition had occurred on 
May 29,1995. 


j Fiscal Year | 

In Millions, Except per Share Data 

1997 

1996 

Sales 

Net earnings 

Net earnings per share 

$5,892.0 

459.4 

2.84 

$5,809.6 

487.7 

2.97 



These unaudited pro forma results have been prepared for 
comparative purposes only and include certain adjustments, 
such as additional amortization expense as a result of goodwill 
and an increased interest expense on acquisition debt. They 
do not purport to be indicative of the results of operations that 
actually would have resulted had the combination occurred 
on May 29,1995, or of future results of operations of the con¬ 
solidated entities. 

DISCONTINUED OPERATIONS 

As of May 28,1995, General Mills distributed to shareholders 
the common stock of Darden Restaurants, Inc. (Darden). 
General Mills’ shareholders received one share of Darden 
for each share of General Mills common stock owned as 
of the close of business on May 15,1995. This distribution 
reduced stockholders’ equity by $1,218.7 million. Our former 
restaurant operations included in Darden are presented as 
a part of discontinued operations for all periods presented. 

On May 18,1995, we sold our Gorton’s frozen and canned 
seafood business to Unilever United States, Inc. Gorton’s is also 
included in discontinued operations for all periods presented. 

The results of the discontinued operations in 1995 are 
summarized as follows: 


In Millions 

1995 

Total net sales 

$ 3 , 366.9 

Pre-tax earnings 

$ 80.0 

Income taxes 

17.9 

Net earnings - operations 

62.1 

Spin-off costs and other 

( 7 . 7 ) 

Gorton's sale and Red Lobster Japan 


joint venture termination 

53.3 

Discontinued operations, net 

$ 107.7 



UNUSUAL ITEMS 

In 1997, we adopted Statement of Financial Accounting 
Standards (SFAS) No. 121, “Accounting for the Impairment of 
Long-Lived Assets and for Long-Lived Assets to Be Disposed 
Of.” The initial, non-cash charge upon adoption of SFAS 121 
was $48.4 million pre-tax, $29.2 million aftertax ($.18 per 
share). The charge represents a reduction in the carrying 
amounts of certain impaired assets to their estimated fair 
value, determined on the basis of estimated cash flows 
or net realizable value. The impairments relate to assets not 
currently in use, assets significantly underutilized, and 
assets with limited planned future use. 

In 1995, we recorded restructuring charges of $183.2 mil¬ 
lion pre-tax, $111.6 million aftertax ($.71 per share) primarily 
related to shutting down and scaling back production systems 
at four food manufacturing locations and realignment of 
the sales organization. The charges included approximately 
$139 million in non-cash charges primarily related to asset 
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write-offs and approximately $44 million of cash charges, 
primarily related to disposal of assets and severance costs. 
These restructuring activities were substantially completed 
in 1996 and there has been no adjustment to the original 
reserve. There is a remaining reserve of $9.1 million. 

5 INVESTMENTS IN 
JOINT VENTURES 

We are involved in three joint ventures. We have a 50% equity 
interest in Cereal Partners Worldwide (CPW), our joint venture 
with Nestle, S.A., which manufactures and markets breakfast 
cereals outside North America. We have a 40.5% equity inter¬ 
est in Snack Ventures Europe (SVE), our joint venture with 
PepsiCo, Inc., which manufactures and markets snack foods 
in continental Europe. We have a 50% equity interest in 
International Dessert Partners (IDP), our joint venture with 
CPC International Inc., which manufactures and markets 
baking mixes and desserts in Latin America. 

The joint ventures are reflected in our financial statements 
on an equity accounting basis. We record our share of the 
earnings or (losses) of these joint ventures. (The table that 
follows in this footnote reflects the joint ventures on a 100% 
basis.) We also receive royalty income from these joint ven¬ 
tures, incur various expenses (primarily research and develop¬ 
ment), and record the tax impact of certain of the joint venture 
operations that are structured as partnerships. Including all 
these factors, the effect on our net income related to the 
joint ventures was a charge of $6.3 million, $2.8 million and 
$6.6 million in 1997,1996 and 1995, respectively. 

Our cumulative investment in these joint ventures (includ¬ 
ing our share of earnings and losses) was $234.6 million, 
$229.8 million and $228.8 million at the end of 1997,1996 
and 1995, respectively. We made aggregate investments 
in the joint ventures of $46.5 million, $45.3 million and 
$51.6 million in 1997,1996 and 1995, respectively. We 
received aggregate dividends from the joint ventures of 
$7.5 million, $8.2 million and $7.3 million in 1997,1996 
and 1995, respectively. 

Summary combined financial information for the joint 
ventures on a 100% basis follows. Since we record our share 
of CPW and IDP results on a two-month lag, their infor¬ 
mation is included as of and for the twelve months ended 
March 31, whereas the SVE information is consistent with 
our May year end. 


COMBINED FINANCIAL INFORMATION - 
JOINT VENTURES - 100% BASIS 


Fiscal Year Ended | 

In Millions 

May 25,1997 

May 26,1996 

May 28,1995 

Sales 

$1,627.6 

$1,599.5 

$1,326.3 

Gross Profit 

843.5 

838.1 

686.2 

Earnings (losses) 




before Taxes 

(7.3) 

12.1 

.6 

Earnings (losses) 




after Taxes 

(24.7) 

(13.1) 


In Millions 

May 25,1997 

May 26,1996 


Current Assets 

$419.6 

$379.4 


Non-current Assets 

602.4 

648.1 


Current Liabilities 

488.8 

469.8 


Non-current Liabilities 106.1 

87.2 





Our proportionate share of the sales of the joint ventures 
was $728.2 million, $705.7 million and $584.0 million for 
1997,1996 and 1995, respectively. 


BALANCE SHEET INFORMATION 

The components of certain balance sheet accounts are 
as follows: 


In Millions 

May 25,1997 

May 26,1996 

Land, Buildings and Equipment: 
Land 

Buildings 

Equipment 

Construction in progress 

$ 17.5 

526.7 
1,911.2 
116.2 

$ 17.8 

516.2 
1,865.4 
108.6 

Total land, buildings 
and equipment 

Less accumulated depreciation 

2,571.6 

(1,292.2) 

2,508.0 

(1,195.6) 

Net land, buildings 
and equipment 

$1,279.4 

$1,312.4 

Other Assets: 

Prepaid pension 

Marketable securities, at market 
Investments in and 
advances to affiliates 

Net intangible assets, 
primarily goodwill 

Miscellaneous 

$ 402.5 
158.0 

221.8 

655.2 

174.2 

$ 362.3 
167.9 

217.4 

110.3 

129.3 

Total other assets 

$1,611.7 

$ 987.2 

_ 



Accumulated amortization included in net intangible 
assets was $39.8 million and $25.8 million at May 25,1997 
and May 26,1996, respectively. 
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As of May 25,1997, a comparison of costand market 
values of our marketable securities (all of which are debt 
securities and considered available-for-sale) was as follows: 




Market 

Gross Gross 

in Millions 

Cost 

Value 

Gain Loss 

In ‘‘Other Current Assets” 

$ 15.0 

$ 15.0 

$ - $ - 

In ‘‘Other Assets” 

117.7 

158.0 

40.3 

Total marketable securities 

$132.7 

$173.0 

$40.3 $ - 



Realized gains from sales of marketable securities were 
$.6 million, $3.8 million and $.7 million in 1997,1996 and 
1995, respectively. In addition, realized losses from pur¬ 
chases of our related debt (see Note Ten) were $.9 million, 
$2.3 million and $1.6 million in 1997,1996 and 1995, 
respectively. The aggregate unrealized gains and losses 
on available-for-sale securities, net of tax effects, are 
accumulated in the '‘unearned compensation and other” 
account within stockholders’ equity. 

Scheduled maturities of our marketable securities are 
as follows: 


In Millions 

Cost 

Market Value 

Under oneyear (current) 

$ 15.0 

$ 15.0 

From 1 to 3 years 

22.4 

22.5 

From 4 to 7 years 

21.4 

21.5 

Over 7 years 

73.9 

114.0 

Totals 

$132.7 

$173.0 

_1 


1 7 

U INVENTORIES 

The components of inventories are as follows: 


In Millions 

May 25,1997 

May 26, 1996 

Raw materials, work in 
process and supplies 

Finished goods 

Grain 

Reserve for LIFO valuation method 

$ 77.4 
270.5 
64.0 
(47.5) 

$ 77.6 
255.1 
118.5 
(55.7) 

Total inventories 

$364.4 

$395.5 




At May 25,1997 and May 26,1996, respectively, 
inventories of $208.5 million and $209.2 million were 
valued at LIFO.The impact of LIFO accounting increased 
1997 earnings by $.03 per share, and reduced 1996 and 
1995 earnings by $.01 and $.04 per share, respectively. 


CO) FINANCIAL INSTRUMENTS 
O AND RISK MANAGEMENT 

Most of our financial instruments are recorded on the balance 
sheet. A few (known as "derivatives'’) are off-balance-sheet 
items. Derivatives are financial instruments whose value is 
derived from one or more underlying financial instruments. 
Examples of such underlying instruments are currencies, 
equities, commodities and interest rates. The carrying amount 
and fair value (based on current market quotes and interest 
rates) of our financial instruments at the balance-sheet dates 
are as follows: 


May 25,1997 May 26,1996 


Carrying 

Fair 

Carrying 

Fair 

In Millions 

Amount 

Value 

Amount 

Value 

Assets: 





Cash and 

cash equivalents $ 

12.8 $ 

12.8 

$ 20.6 $ 

20.6 

Receivables 

419.1 

419.1 

337.8 

337.8 

Marketable securities 
Liabilities: 

174.8 

174.8 

215.1 

215.1 

Accounts payable 

599.7 

599.7 

590.7 

590.7 

Debt 1,873.7 

1,932.3 

1,437.9 

1,515.7 

Derivatives relating to: 





Marketable securities 

(1.8) 

(1.8) 

(2.8) 

(2.8) 

Debt 


9.2 


3.1 


Any derivative we enter into and hold is designated at 
inception as a hedge of risks associated with specific assets, 
liabilities or future commitments and is monitored to deter¬ 
mine if it remains an effective hedge. The effectiveness of 
the derivative as a hedge is based on changes in its market 
value being highly correlated with changes in market value 
of the underlying hedged items. We do not enter into or hold 
derivatives for trading or speculative purposes. 

We use derivative instruments to reduce financial risk in 
three areas: interest rates, foreign currency and commodities. 
The notional amounts of derivatives do not represent actual 
amounts exchanged by the parties and, thus, are not a mea¬ 
sure of the exposure of the Company through its use of deriv¬ 
atives. Interest rate swap and foreign exchange agreements 
are made with a diversified group of highly rated financial 
institutions, whereas commodities agreements are entered 
into through various regulated exchanges. We have credit 
exposure associated with these agreements to the extent that 
the instruments have a positive fair value, but we do not antic¬ 
ipate any losses. The Company does not have a significant 
concentration of risk with any single party or group of parties 
in any of its financial instruments. 

(!) Interest Rate Risk Management - We use interest rate 
swaps to hedge and/or lower financing costs, to adjust our 
floating- and fixed-rate debt positions, and to lock in a positive 
interest rate spread between certain assets and liabilities. 
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An interest rate swap used in conjunction with a debt financ¬ 
ing may allow the Company to create fixed or floating-rate 
financing at a lower cost than with a stand-alone financing. 
Generally, under interest rate swaps, the Company agrees 
with a counterparty to exchange the difference between fixed- 
rate and floating-rate interest amounts calculated by refer¬ 
ence to an agreed notional principal amount. 

The following table indicates the types of swaps used to 
hedge various assets and liabilities and their weighted average 
interest rates. Average variable rates are based on rates as of 
the end of the reporting period. The swap contracts mature 
during time periods ranging from 1998 to 2008. 


May 25,1997 May 26,1996 


Dollars in Millions 

Asset 

Liability 

Asset 

Liability 

Receive fixed swaps - 





notional amount 

$ - 

$99.9 

$ - 

$90.0 

Average receive rate 

- 

6.5% 

- 

7.1% 

Average pay rate 

- 

5.4% 

- 

5.1% 

Pay fixed swaps - 





notional amount 

$34.2 

$16.5 

$63.0 

$21.3 

Average receive rate 

5.9% 

5.6% 

5.7% 

5.4% 

Average pay rate 

8.9% 

8.2% 

8.9% 

6.2% 


The interest rate differential on interest rate swaps used 
to hedge existing assets and liabilities is recognized as an 
adjustment of interest expense or income over the term of 
the agreement. 

The Company uses interest rate options and cap agree¬ 
ments primarily to reduce the impact of interest rate changes 
on its floating-rate debt, as well as to hedge the value of call 
options contained in long-term debt issued by the Company 
in earlier periods. In return for an upfront payment, an interest 
rate swap option grants the purchaser the right to receive 
(pay) the fixed rate interest amount in an interest rate swap. 

In return for an upfront payment, a cap agreement entitles 
the purchaser to receive the amount, if any, by which an 
agreed upon floating rate index exceeds the cap interest rate. 
The following table summarizes our option and cap agree¬ 
ments, all of which matured in 1997. 


May 25,1997 May 26,1996 


Dollars in Millions 

Notional 

Amount 

Average 

Rate 

Notional 

Amount 

Average 

Rate 

Caps purchased- 
receive floating 

$ - 

-% 

$200.0 

7.0% 




The premiums paid/received for interest rate options and 
cap agreements are included in other assets/liabilities and are 
amortized to interest expense over the terms of the agreements. 
Amounts receivable or payable under the cap agreements are 
recognized as yield adjustments over the life of the related debt. 


(2) Foreign-Currency Exposure - We are exposed to poten¬ 
tial losses from foreign currency fluctuations affecting net 
investments and earnings denominated in foreign currencies. 
We selectively hedge the potential effect of these foreign 
currency fluctuations related to operating activities and net 
investments in foreign operations by entering into foreign 
exchange contracts with highly rated financial institutions. 
Realized and unrealized gains and losses on hedges of firm 
commitments are included in the cost basis of the asset being 
hedged and are recognized as the asset is expensed through 
cost of goods sold or depreciation. Realized and unrealized 
gains and losses on contracts that hedge other operating 
activities are recognized currently in net earnings. Realized 
and unrealized gains and losses on contracts that hedge net 
investments are recognized in the cumulative foreign 
currency adjustment in stockholders’ equity. 

The components of our net foreign investment exposure by 
geographic region are as follows: 


In Millions 

May 25,1997 

May 26,1996 

Europe 

$153.8 

$156.7 

North/South America 

40.2 

35.3 

Asia 

2.3 

1.9 

Total exposure 

$196.3 

$193.9 



At May 25,1997, we had forward and option contracts 
maturing in 1998 to sell $148.4 million of foreign currencies. 
The fair value of these contracts is based on third-party 
quotes and was immaterial at May 25,1997. 

(3) Commodities - The Company uses an integrated set 
of financial instruments in its purchasing cycle, including pur¬ 
chase orders, noncancelable contracts, futures contracts, and 
futures options. Except as described below, these instruments 
are all used to purchase ingredients for the Company’s internal 
needs, and to manage purchase prices and inventory values 
as practical. All futures contracts and futures options are 
exchange-based instruments with ready liquidity and deter¬ 
minable market values. Unrealized gains and losses are 
recorded monthly and deferred until the physical ingredients 
flow through cost of goods sold. The net gains and losses 
deferred and expensed are immaterial. At May 25,1997 and 
May 26,1996, the aggregate fair value of our ingredient deriva¬ 
tives position was $92.9 million and $66.9 million, respectively. 

The Company also has a grain-merchandising operation, 
which uses cash contracts, futures contracts and futures 
options. All futures contracts and futures options are exchange- 
based instruments with ready liquidity and market values. 
Neither results of operations nor the year-end positions from 
grain-merchandising operations was material to the Company's 
overall results. 
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^ NOTES PAYABLE 

The components of notes payable and their respective weighted 
average interest rates at the end of the periods are as follows: 


May 25,1997 May 26,1996 1 

Weighted 
Average 
Notes Interest 
Dollars in Millions Payable Rate 

Weighted 
Average 
Notes Interest 
Payable Rate 

U.S. commercial paper $379.0 5.5% 

Canadian 

commercial paper 32.2 3.2 

Financial institutions 273.1 5.1 

Amounts reclassified 
to long-term debt (480.0) 

$ 15.0 5.2% 

19.9 4.8 

281.7 5.4 

(175.0) 

Total notes payable $204.3 

$141.6 




See Note Eight for a description of related interest rate 
derivative instruments. 

To ensure availability of funds, we maintain bank credit 
lines sufficient to cover our outstanding short-term borrowings. 
As of May 25,1997, we had $700.0 million fee-paid lines and 
$64.6 million uncommitted, no-fee lines available in the U.S. 
and Canada. In addition, other foreign subsidiaries had no-fee 
lines of $129.7 million, of which $71.9 million are unused. 

We have a revolving credit agreement expiring in 
January 2002 that provides for the fee-paid credit lines. 

This agreement provides us with the ability to refinance short¬ 
term borrowings on a long-term basis, and therefore we have 
reclassified a portion of our notes payable to long-term debt. 


long-term debt 


' In Millions May 25,1997 

May 26,1996 

Medium-term notes, 5.4% to 9.1%, 



due 1997 to 2033 

$ 877.9 

$ 978.1 

Zero coupon notes, yield 11.1%, 



$279.0 due August 15,2013 

48.7 

44.5 

8.2% ESOP loan guaranty, 



due through June 30,2007 

63.5 

70.4 

7.0% Notes due September 15, 2004 

165.1 

- 

Zero coupon notes, yield 11.7%, 



$64.2 due August 15, 2004 

28.3 

25.3 

Notes payable, reclassified 

480.0 

175.0 

Other 

5.9 

3.0 


1,669.4 

1,296.3 

Less amounts due within one year 

(139.0) 

(75.4) 

Total long-term debt 

$1,530.4 

$1,220.9 




See Note Eight for a description of related interest rate 
derivative instruments. 


At May 25,1997 our debt shelf registration permits the 
issuance of up to $500.0 million net proceeds in unsecured 
debt securities to reduce short-term debt and for other gen¬ 
era! corporate purposes, and includes a medium-term note 
program that allows us to issue debt quickly for selected 
amounts, rates and maturities. 

In 1997, we issued $62.0 million of debt under our medium- 
term note program with maturities varying from one to 12 years 
and interest rates from 5.6% to 7.5%. In 1996, $35.0 million of 
debt was issued under this program with maturities from five to 
12 years and interest rates from 5.2% to 7.2%. 

The Company has guaranteed the debt of the Employee 
Stock Ownership Plan; therefore, the loan is reflected on our 
consolidated balance sheets as long-term debt with a related off¬ 
set in stockholders’ equity, "unearned compensation and other." 

The sinking fund and principal payments due on long¬ 
term debt are (in millions) $139.0, $85.2, $90.5, $62.7 and 
$49.8 in 1998,1999,2000,2001 and 2002, respectively. The 
notes payable that are reclassified under our revolving credit 
agreement are not included in these principal payments. 

Our marketable securities (see Note Six) include zero 
coupon U.S. Treasury securities. These investments are 
intended to provide the funds for the payment of principal 
and interest for the zero coupon notes due August 15,2004, 
and 2013. 

stock plans 

A total of 11,607,294 shares (including 6,224,050 shares 
for salary replacement options, 158,449 shares for restricted 
stock, and 200,037 shares for non-employee directors) are 
available for grant of options, restricted stock, or restricted 
stock units under our 1993,1995 and 1996 stock plans through 
October 1,1998, September 30,2000, and September 30, 
2001, respectively. Options may be granted at a price not 
less than 100 percent of the fair market value on the date 
the option is granted. Options now outstanding include 
some granted under the 1984,1988 and 1990 option plans, 
under which no further rights may be granted. All options 
expire within 10 years and one month after the date of grant. 
The plans provide for full vesting of options upon completion 
of specified service periods, or in the event there is a change 
of control. 

Stock subject to a restricted period and a purchase price, 
if any, as determined by the Compensation Committee of the 
Board of Directors may be granted to key employees under 
the 1993 plan and the Executive Incentive Plan. The 1988 
plan also permitted such awards. Most of the employee 
restricted stock awards require the employee to deposit 
personally owned shares (on a one-for-one basis) with the 
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Company during the restricted period. The 1996 plan allows 
non-employee directors to annually choose to receive either 
500 shares of stock restricted for one year or 500 restricted 
stock units convertible to common stock after his or her term 
of service on the Board is completed. The 1990 plan also 
allowed grants of restricted stock to directors. In 1997,1996 
and 1995 grants of 176,955,132,092 and 131,150 shares of 
restricted stock and units, with weighted average values at 
grant of $59.29, $54.32 and $54.51 per share, respectively, 
were made. On May 25,1997, a total of 445,209 restricted 
shares and units were outstanding. 

The 1988 plan permitted the granting of performance units 
corresponding to stock options granted. The value of perfor¬ 
mance units was determined by return on equity and growth 
in earnings per share measured against preset goals over 
three-year performance periods. For seven years after a per¬ 
formance period holders may elect to receive the value of 
performance units (with interest) as an alternative to exercis¬ 
ing corresponding stock options. On May 25,1997, there were 
1,579,760 outstanding options with corresponding performance 
unit accounts. 

The following table contains information on stock 
option activity: 




Weighted 


Weighted 



Average 


Average 



Exercise 


Exercise 


Options 

Price 

Options 

price 


Exercisable Per Share 

Outstanding 

Per Share 

Balance at 

May 29,1994 

10,278,466 

$38.73 

18,009,478 

$49-52 

Granted 



4,063,100 

55.11 

Exercised 



(725,437) 

32.31 

Expired 



(574,714) 

59.33 

Spin-off 

adjustment 



1,202,369 


Balance at 

May 28,1995 

12,576,580 

33.37 

21,974,796 

41.60 

Granted 



4,127,602 

52.55 

Exercised 



(1,778,823) 

25.87 

Expired 



(730,343) 

49.40 

Balance at 

May 26,1996 

11,315,131 

37.70 

23,593,232 

44.46 

Granted 



3,973,277 

59.33 

Exercised 



(2,335,956) 

31.74 

Expired 



(429,898) 

51.84 

Balance at 





May 25,1997 

11,949,600 $42.53 24,800,655 

$47.91 

_1 


The following table provides information regarding exercis¬ 
able and outstanding options as of May 25,1997. 





Weighted 

Weighted 

Weighted 




Average 

Average 

Average 


Range of 


Exercise 

Exercise 

Remaining 


Exercise Price 

Options 

Price per 

Options Price per Contractual 


per Share 

Exercisable 

Share 

Outstanding Share 

Life (years) 


Under $30 2,636,014 

$24.21 

2,636,014 $24.21 

1.57 


$30-$40 

2,082,540 

34.61 

2,082,540 34.61 

3.10 


$40-$50 

2,591,424 

46.71 

5,502,550 45.85 

6.11 


$50-$60 

4,487,722 

53.96 11,858,091 53.26 

6.81 


Over $60 

151,900 

60.13 

2,721,460 61.87 

9.42 



11,949,600 $42.53 24,800,655 $47.91 

6.07 




When the Restaurant operations were spun off, the 
number and exercise price of options outstanding were 
adjusted to compensate for the market value of the Darden 
shares distributed to our stockholders. This adjustment 
increased the number of General Mills options outstanding 
at May 28,1995 by 1,202,369 shares and decreased the 
exercise price of the option shares outstanding by approxi¬ 
mately 17.7 percent 

Stock-based compensation expense related to restricted 
stock for 19971996 and 1995 was $4.8 million, $3.0 million 
and $5.0 million, respectively, using the "intrinsic value-based 
method” of accounting for stock-based compensation plans. 
Effective with 1997, we adopted the disclosure requirements 
of Statement of Financial Accounting Standards (SFAS) 

No. 123, "Accounting for Stock-Based Compensation.” SFAS 
No. 123 allows either a fair value based method or an intrinsic 
value-based method of accounting for such compensation 
plans. Had compensation expense for our 1997 and 1996 
stock option plan grants been determined using the fair value 
based method, net earnings and earnings per share would 
have been approximately $435.2 million and $2.75, and 
$470.3 million and $2.96, respectively. These pro forma 
amounts are not likely to be representative of the difference 
between the two methods in future years, because most of 
our options require service over periods longer than two years 
for full vesting. The weighted average fair values at grant date 
of the options granted in 1997 and 1996 were estimated as 
$11.76 and $9.39, respectively, using the Black-Scholes 
option-pricing model with the following weighted average 
assumptions: 


( 1997 1996 | 

Risk-free interest rate 6 . 5% 

Expected life 7 years 

Expected volatility 18% 

Expected dividend growth rate 8% 

6.1% 

7 years 
18% 
8% 




The Black-Scholes model requires the input of highly 
subjective assumptions and may not necessarily provide a 
reliable measure of fair value. 
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STOCKHOLDERS’ EQUITY 






$.10 Par Value Common Stock 







(One Billion Shares Authorized) 


Cumulative 


In Millions, Except 


Issued 

Treasury 

unearned 
Retained ComDensation 

i-oreign 

Currency 


per Share Data 

Shares 

Amount 

Shares 

Amount 

Earnings 

and Other 

Adjustment 

Total 

Balance at May 29,1994 

204.2 

$251.0 

(45.7) 

$(1,334.4) 

$2,457.9 

$(160.2) 

$(63.1) $1,151.2 

Unrealized gain, net of income taxes of 









$14.0, on available-for-sale securities 
at May 30,1994 






22.0 


22.0 

Net earnings 

Cash dividends declared ($1.88 per share), 





367.4 



367.4 

net of income taxes of $3.1 





(294.1) 



(294.1) 

Stock option, profit sharing and ESOP plans 

- 

10.0 

.4 

17.2 




27.2 

Shares purchased via puts, or on open market 



(1.0) 

(57.7) 




(57.7) 

Put option premium/settlements, net 

- 

(3.5) 

- 

2.8 




(.7) 

Transfer of put options 

Unearned compensation related to restricted 


122.0 






122.0 

stock awards 






(5.6) 


(5.6) 

Earned compensation and other 

Change in unrealized gain, net of income 






11.0 


11.0 

taxes of $3.7, on availabie-for-saie securities 
Amount charged to gain on sale of 






5.8 


5.8 

foreign operations 

Translation adjustments, net of income tax 







3.6 

3.6 

benefit of $.2 







7.6 

7.6 

Transfer of equity components to Darden 
prior to spin-off 

Distribution of equity to stockholders 






69.1 

10.1 

79.2 

from spin-off of Restaurant operations 





(1,297.9) 



(1,297.9) 

Balance at May 28,1995 

204.2 

379.5 

(46.3) 

(1,372.1) 

1,233.3 

(57.9) 

(41.8) 

141.0 

Net earnings 

Cash dividends declared ($1.91 per share), 





476.4 



476.4 

net of income taxes of $2.5 





(301.1) 



(301.1) 

Stock option, profit sharing and ESOP plans 

- 

4.6 

1.7 

40.3 




44.9 

Shares purchased on open market 



(.6) 

(35.6) 




(35.6) 

Put option premium/settlements, net 
Unearned compensation related to restricted 

- 

.2 






.2 

stock awards 






(6.5) 


(6.5) 

Earned compensation and other 

Change in unrealized gain, net of income 






7.1 


7.1 

taxes of $2.0, on available-for-sale securities 






(3.1) 


(3.1) 

Minimum pension liability adjustment 
Translation adjustments, net of income tax 






(.8) 


(.8) 

benefit of $.2 







(14.8) 

(14.8) 

Balance at May 26,1996 

204.2 

384.3 

(45.2) 

(1,367.4) 

1,408.6 

(61.2) 

(56.6) 

307.7 

Net earnings 

Cash dividends declared ($2.03 per share), 





445.4 



445.4 

net of income taxes of $2.1 





(318.6) 



(318.6) 

Shares issued in acquisition 

- 

181.4 

5.4 

173.0 




354.4 

Stock option, profit sharing and ESOP plans 

- 

9.3 

1.7 

57.4 




66.7 

Shares purchased via puts, or on open market 



(6.2) 

(368.0) 




(368.0) 

Put and call option premium/settlements, net 
Unearned compensation related to restricted 

- 

3.0 

- 

3.1 




6.1 

stock awards 






(7.9) 


(7.9) 

Earned compensation and other 

Change in unrealized gain, net of income 






13.1 


13.1 

taxes of $.1, on available-for-sale securities 






(.1) 


(.1) 

Minimum pension liability adjustment 

Amount removed on disposition of 






(1.9) 


(1.9) 

foreign operation 







6.1 

6.1 

Translation adjustments 







(8.4) 

(8.4) 

Balance at May 25,1997 

204.2 

$578.0 

(44.3) 

$(1,501.9) 

$1,535.4 

$ (58.0) 

$(58.9) $ 494.6 


Cumulative preference stock of 5.0 million shares, without par value, is authorized but unissued. 
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We have a shareholder rights plan that entitles each 
outstanding share of common stock to one right. Each right 
entitles the holder to purchase one one-hundredth of a share 
of cumulative preference stock (or, in certain circumstances, 
common stock or other securities), exercisable upon the 
occurrence of certain events. The rights are not transferable 
apart from the common stock until a person or group has 
acquired 20 percent or more, or makes a tender offer for 
20 percent or more, of the common stock in which case each 
right will entitle the holder {other than the acquiror) to receive, 
upon exercise, common stock of either the Company or the 
acquiring company having a market value equal to two times 
the exercise price of the right. The initial exercise price is 
$240 per right. The rights are redeemable by the Board at any 
time prior to the acquisition of 20 percent or more of the out¬ 
standing common stock. The rights expire on February 1,2006. 
At May 25,1997, there were 159.9 million rights issued 
and outstanding. 

The Board of Directors has authorized the repurchase, 
from time to time, of common stock for our treasury, provided 
that the number of shares held in treasury shall not exceed 
60.0 million. 

Through private transactions in fiscal 1997 and 1996 as 
a part of our stock repurchase program, we issued put 
options that entitle the holder to sell shares of our common 
stock to us, at a specified price, if the holder exercises the 
option. In 1997 and 1996, we issued put options for 4.5 mil¬ 
lion and .2 million shares for $7.4 million and $.2 million in 
premiums, respectively. As of May 25,1997, put options for 
2.5 million shares remain outstanding at exercise prices 
ranging from $57.35 to $66.71 per share with exercise dates 
from May 1997 to November 1997. 


INTEREST EXPENSE 

The components of net interest expense are as follows: 


Fiscal Year j 

In Millions 

1997 

1996 

1995 

Interest expense 
Capitalized interest 
Interest income 

$115.7 

(1.1) 

(14.1) 

$117.2 

(.6) 

(15.2) 

$150.0 

(5.2) 

(19.4) 

Total interest expense, 
net 

Net interest allocated to 
discontinued operations 

100.5 

101.4 

125.4 

(24.2) 

Interest expense, net 

$100.5 

$101.4 

$101.2 





During 1997,1996 and 1995, we paid interest (net of 
amount capitalized) of $103.6 million, $103.8 million and 
$135.2 million, respectively. The interest allocated to discon¬ 
tinued operations is net of capitalized interest credits of 
$4.3 million in 1995. 

.. RETIREMENT PLANS 

We have defined-benefit plans covering most employees. 
Benefits for salaried employees are based on length of 


service and final average compensation. The hourly plans 
include various monthly amounts for each year of credited 
service. Our funding policy is consistent with the funding 
requirements of federal law and regulations. Our principal 
plan covering salaried employees has a provision that any 
excess pension assets would vest to plan participants if the 
plan is terminated within five years of a change in control. 
Plan assets consist principally of listed equity securities, 
corporate obligations and U.S. government securities. 

Components of net pension income are as follows: 


Fiscal Year | 

Expense (Income) in Millions 

1997 

1996 

1995 

Service cost - 




benefits earned 

$ 14.3 

$ 14.1 

$ 13.5 

Interest cost on projected 




benefit obligation 

59.0 

56.7 

55.1 

Actual return on plan assets 

(168.7) 

(162.3) 

(106.9) 

Net amortization and deferral 

59.2 

61.4 

8.3 

Net pension income 

$ (36.2) 

$(30.1) 

$ (30.0) 


The weighted-average discount rate and rate of increase 
in future compensation levels used in determining the actuar¬ 
ial present value of the benefit obligations were 8.3% and 
4.4% in 1997, and 8.1% and 4.5% in 1996, respectively. 

The expected long-term rate of return on assets was 10.4%. 

The funded status of the plans and the amount recog¬ 
nized on the consolidated balance sheets (as determined 
as of May 31,1997 and 1996) are as follows: 


May 25,1997 May 26,1996 


In Millions 

Assets 

Exceed 

Accu¬ 

mulated 

Benefits 

Accu¬ 

mulated 

Benefits 

Exceed 

Assets 

Assets 

Exceed 

Accu¬ 

mulated 

Benefits 

Accu¬ 

mulated 

Benefits 

Exceed 

Assets 

Actuarial present value 
of benefit obligations: 
Vested benefits $ 

668.0 

$20.2 

$ 649.5 

$ 17.7 

Nonvested benefits 

41.9 

.8 

41.3 

.8 

Accumulated benefit 
obligations 

709.9 

21.0 

690.8 

18.5 

Projected benefit 
obligation 

751.3 

22.4 

730.3 

19.5 

Plan assets at 

fair value 1,184.1 

_ 

1,067.7 

_ 

Plan assets in excess 
of (less than) the 
projected benefit 
obligation 

432.8 

(22.4) 

337.4 

(19.5) 

Unrecognized prior 
service cost 

39.3 

2.2 

31.9 

2.3 

Unrecognized 
net loss 

10.8 

5.8 

88.8 

2.3 

Recognition of 
minimum liability 


(10.0) 


(7.9) 

Unrecognized transition 
(asset) liability 

(80.4) 

3.4 

(95.8) 

4.3 

Prepaid (accrued) 
pension cost $ 

402.5 

$(21.0) 

$ 362.3 

$(18.5) 
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The General Mills Savings Plan is a defined contribution 
plan that covers our salaried and non-union employees, 
it had net assets of $768.2 million at May 25,1997 and 
$689.0 million at May 26,1996. This plan is a 401(k) savings 
plan that includes several investment funds and an Employee 
Stock Ownership Plan (ESOP). The ESOP’s only assets are 
Company common stock and temporary cash balances. 
Expense recognized in 1997,1996 and 1995 was $3.2 million, 
$6.9 million and $5.4 million, respectively. The ESOP’s share 
of this expense was $2.7 million, $6.6 million and $5.0 mil¬ 
lion, respectively. The ESOP’s expense is calculated by the 
“shares allocated” method. 

The ESOP uses Company common stock to convey 
benefits to employees and, through increased stock owner¬ 
ship, to align employee interests with those of shareholders. 
The Company matches a percentage of employee contribu¬ 
tions with a base match plus a variable year-end match that 
depends on annual results. Employees receive the Company 
match in the form of common stock. 

The ESOP originally purchased Company common stock 
principally with funds borrowed from third parties (and guar¬ 
anteed by the Company). The ESOP shares are included in 
net shares outstanding for the purposes of calculating earn¬ 
ings per share. The ESOP’s third-party debt is described 
in Note Ten. 

The Company treats cash dividends paid to the ESOP the 
same as other dividends. Dividends received on leveraged 
shares (i.e., all shares originally purchased with the debt 
proceeds) are used for debt service, while dividends received 
on unleveraged shares are passed through to participants. 

The Company’s cash contribution to the ESOP is 
calculated so as to pay off enough debt to release sufficient 
shares to make the Company match. The ESOP uses the 
Company’s cash contributions to the plan, plus the dividends 
received on the ESOP’s leveraged shares, to make principal 
and interest payments on the ESOP’s debt. As loan payments 
are made, shares become unencumbered bydebtand 
committed to be allocated. The ESOP allocates shares to indi¬ 
vidual employee accounts on the basis of the match of 
employee payroll savings (contributions), plus reinvested divi¬ 
dends received on previously allocated shares. 

In 1997,1996 and 1995, the ESOP incurred interest expense 
of $5.7 million, $6.3 million and $6.6 million, respectively. 
The ESOP used dividends of $8.1 million, $9.1 million and 
$6.2 million, along with Company contributions of $2.7 mil¬ 
lion, $6.7 million and $4.8 million to make interest and prin¬ 
cipal payments in the respective years. 

The number of shares of Company common stock in the 
ESOP are summarized as follows: 



Number of Shares 

May 25,1997 

May 26,1996 

i 

Unreleased shares 

Committed to be allocated 
Allocated to participants 

2,164,000 

29,000 

2,185,000 

2,415,000 

10,000 

2,129,000 


Total shares 

4,378,000 

4,554,000 





r y ^ OTHER 

LS) postretirement benefits 

We sponsor plans that provide health care benefits to the 
majority of our retirees. The salaried plan is contributory, with 
retiree contributions based on years of service. 

We fund plans for certain employees and retirees on 
an annual basis. In 1997,1996 and 1995 we contributed 
$8.1 million, $14.0 million and $13.7 million, respectively. 

Plan assets consist principally of listed equity securities 
and U.S. government securities. 

Components of the postretirement health care expense are 
as follows: 


Fiscal Year 


Expense (Income) in Millions 1997 1996 1995 


Service cost - benefits earned 
Interest cost on accumulated 

$ 4.6 

$ 4.9 

$ 4.5 

benefit obligation 

14.2 

14.2 

14.3 

Actual return on plan assets 

(27.4) 

(18.7) 

(15.1) 

Net amortization and deferral 

12.2 

6.9 

5.0 

Net postretirement expense 

$ 3.6 

$ 7.3 

$ 8.7 


The funded status of the plans and the amount recognized 
on our consolidated balance sheets are as follows: 


May 25,1997 May 26,1996 


In Millions 

Assets 

Exceed 

Accu¬ 

mulated 

Benefits 

Accu¬ 

mulated 

Benefits 

Exceed 

Assets 

Assets 

Exceed 

Accu¬ 

mulated 

Benefits 

Accu¬ 

mulated 

Benefits 

Exceed 

Assets 

Accumulated benefit 
obligations: 

Retirees 

$ 40.4 

$ 54.8 

$38.5 

$55.7 

Fully eligible active 
employees 

13.8 

6.1 

13.1 

5.1 

Other active 
employees 

33.2 

34.0 

38.3 

38.5 

Accumulated 
benefit obligations 

87.4 

94.9 

89.9 

99.3 

Plan assets at 
fair value 

142.9 

18.2 

121.9 

13.2 

Plan assets in excess 
of (less than) accumu¬ 
lated benefit obligations 55.5 

(76.7) 

32.0 

(86.1) 

Unrecognized prior 
service credits 


(11.5) 

(.1) 

(13.7) 

Unrecognized net 
(gain) loss 

(6.1) 

12.2 

14.3 

23.8 

Prepaid (accrued) post¬ 
retirement benefits $ 49.4 

$ (76.0) 

$46.2 

${76.0) 


The discount rates used in determining the actuarial pres¬ 
ent value of the benefit obligations were 8.3% and 8.1% in 
1997 and 1996, respectively. The expected long-term rate of 
return on assets was 10%. 
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The assumed health care cost trend-rate increase in the 
per capita charges for benefits ranged from 5.6% to 8.6% 
for 1998 depending on the medical service category. The 
rates gradually decrease to 4.4% to 5.7% for 2007 and 
remain at that level thereafter. If the health care cost trend 
rate increased by one percentage point in each future year, 
the aggregate of the service and interest cost components of 
postretirement expense would increase for 1997 by $3.1 mil¬ 
lion and the accumulated benefit obligation as of May 25,1997 
would increase by $25.0 million. 

1 ] £• 

AO PROFIT-SHARING PLAN 

The Executive Incentive Plan provides incentives to key 
individuals who have the greatest potential to contribute to cur¬ 
rent earnings and successful future operations. These awards 
are approved by the Compensation Committee of the Board 
of Directors, which consists solely of outside directors, and 
depend on profit performance in relation to pre-established 
goals approved by the Committee. Profit-sharing expense was 
$4.5 million, $7.0 million and $.9 million in 1997,1996 and 
1995, respectively. 

ru 

INCOME TAXES 

The components of earnings from continuing operations before 
income taxes and the income taxes thereon are as follows: 


j Fiscal Year j 

In Millions 1997 

1996 

1995 

Earnings before 
income taxes: 

U.S. $698.5 

Foreign 11.5 

$744.0 

14.6 

$412.1 

7.5 

Total earnings before 

income taxes $710.0 

$758.6 

$419.6 


Income taxes: 

Current: 

Federal $208.2 

State and local 25.7 

Foreign 3.5 

$206.5 

28.5 

2.0 

$ 91.6 

1.3 

1.4 

Total current 237.4 

237.0 

94.3 

Deferred: 

Federal 17.1 

State and local 3.9 

Foreign (. 1 ) 

33.7 

7.1 

1.6 

50.6 

11.1 

(2.7) 

Total deferred 20.9 

42.4 

59.0 

Total income taxes $258.3 

$279.4 

$153.3 



During 1997 and 1996, net income tax benefits of $28.0 mil¬ 
lion and $25.0 million, respectively, were allocated to stock¬ 
holders’ equity. These benefits were attributable to the exercise 
of employee stock options, dividends paid on unallocated ESOP 
shares, translation adjustments and unrealized gain on 
marketable securities. 


During 1997,1996 and 1995, we paid income taxes of 
$230.3 million, $194.0 million and $104.1 million, respectively. 

In prior years we purchased certain income-tax items from 
other companies through tax lease transactions. Total current 
income taxes charged to earnings reflect the amounts attrib¬ 
utable to operations and have not been materially affected by 
these tax leases. Actual current taxes payable relating to 1997, 
1996 and 1995 operations were increased by approximately 
$16 million, $15 million and $12 million, respectively, due 
to the current effect of tax leases. These tax payments do not 
affect taxes for statement of earnings purposes since they 
repay tax benefits realized in prior years. The repayment 
liability is classified as "deferred income taxes - tax leases.” 

The following table reconciles the U .S. statutory income 
tax rate with the effective income tax rate: 


Fiscal Year 


1997 

1996 

1995 

U.S. statutory rate 

State and local income taxes, 

35.0% 

35.0% 

35.0% 

net of federal tax benefits 

2.7 

3.0 

3.6 

Other, net 

(1.3) 

(1.2) 

(2.1) 

Effective income tax rate 

36.4% 

36.8% 

36.5% 


The tax effects of tern porary differences that give rise to 
deferred tax assets and liabilities are as follows: 


in Millions 

May 25,1997 

May 26,1996 

Accrued liabilities 

$ 90.5 

$ 84.6 

' Unusual charges 

6.6 

12.5 

Compensation and employee benefits 50.7 

53.3 

Disposition liabilities 

11.3 

15.4 

Foreign tax loss carryforward 

8.6 

12.4 

Other 

25.7 

9.0 

Gross deferred tax assets 

193.4 

187.2 

Depreciation 

127.7 

130.5 

Prepaid pension asset 

166.5 

138.1 

Intangible assets 

10.2 

11.3 

Other 

42.2 

37.5 

Gross deferred tax liabilities 

346.6 

317.4 

Valuation allowance 

11.2 

11.2 

Net deferred tax liability 

$164.4 

$141.4 


As of May 25,1997, we have foreign operating loss carry¬ 
overs for tax purposes of $22.6 million, which will expire as 
follows if not offset against future taxable income: $11.0 mil¬ 
lion in 1998, $.1 million in 1999, $.1 million in 2000, 

$11.0 million in 2001 and $.4 million in 2002. 

We have not recognized a deferred tax liability for unre¬ 
mitted earnings of $89.7 million for our foreign operations 
because we do not expect those earnings to become taxable 
to us in the foreseeable future. A determination of the potential 
liability is not practicable. If a portion were to be remitted, we 
believe income tax credits would substantially offset any result¬ 
ing tax liability. 
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(C) LEASES and 
c!.lO other commitments 

An analysis of rent expense by property leased follows: 


I Fiscal Year j 

In Millions 

1997 

1996 

1995 

Warehouse space 
Equipment 

Other 

$17.6 

7.1 

4.8 

$14.9 

7.3 

3.3 

$14.0 

8.7 

3.7 

Total rent expense 


$25.5 

$26.4 


Some leases require payment of property taxes, 
insurance and maintenance costs in addition to the rent 
payments. Contingent and escalation rent in excess of 
minimum rent payments and sublease income netted in 
rent expense were insignificant. 

Noncancelable future lease commitments are (in mil¬ 
lions) $27.1 in 1998, $26.5 in 1999, $24.9 in 2000, $23.1 in 
2001, $18.1 in 2002 and $4.4 after 2002, with a cumulative 
total of $124.1. 

We are contingently liable under guaranties and comfort 
letters for $69.0 million. The guaranties and comfort letters 
are principally issued to support borrowing arrangements, 
primarily for our joint-ventures. General Mills remains the 
primary guarantor on a number of Darden leases and certain 
other obligations; however Darden has indemnified General 
Mills against any loss. 


■-Tj (p\ geographic 
JLW information 


In Millions 

U.S.A. 

Unallocated 
Corporate 
Foreign Items (a) 

Consolidated 

Total 

Sales 





1997 

$5,376.4 $ 

232.9 

$ 

$5,609.3 

1996 

5,204.5 

211.5 

_ 

5,416.0 

1995 

4,840.7 

186.0 

- 

5,026.7 

Operating Profits 




1997 

806.4(b) 

24.1 

(120.5) 

710.0 

1996 

862.7 

24.0 

(128.1) 

758.6 

1995 

504.0(c) 

14.9(c) 

(99.3) 

419.6 

Identifiable Assets 




1997 

3,106.8 

306.5 

489.1 

3,902.4 

1996 

2,509.1 

293.2 

492.4 

3,294.7 

1995 

2,531.9 

300.6 

525.7 

3,358.2 


(a) Corporate expenses reported here include net interest expense and general 
corporate expenses. 

(b) U.S.A. operating profits are net of a charge of $48.4 million for the unusual 
item described in Note Four. 

(c) U.S.A. and Foreign operating profits are net of charges of $179.1 million 
and $4.1 million, respectively, for the unusual items described in Note Four. 

The foreign sales above were made primarily by our Canadian 
subsidiary. Our proportionate share of our joint ventures' sales 
(not shown above) was $728.2 million, $705.7 million and 
$584.0 million for 1997,1996 and 1995, respectively. The for¬ 
eign operating profits above also exclude our share of the 
results from our joint ventures. 


QUARTERLY DATA (UNAUDITED) 


Summarized quarterly data for 1997 and 1996 follows: 


First Quarter 


Second Quarter 


Third Quarter 


Fourth Quarter 


and Market Price Amounts 1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

1997 

1996 

Sales 

Gross profit (a) 

Net earnings 

Net earnings 

$1,315.6 $1,276.3 
779.8 750.7 

97.7(b) 136.9 

$1,560.1 $1,448.4 

900.7 852.3 

156.7 145.7 

$1,289.6 $1,309.2 
741.3 776.1 

122.8 116.3 

$1,444.0 $1,382.1 
859.1 795.9 

68.2(c) 77.5 

$5,609.3 

3,280.9 

445.4 

$5,416.0 

3,175.0 

476.4 

per share 

Dividends per share 
Market price of 
common stock: 

.62 

.50 

.86 

.47 

1.00 

.50 

.92 

.47 

.78 

.50 

.73 

.47 

.42 

.53 

.49 

.50 

2.82 

2.03 

3.00 

1.91 

High 

Low 

58 1/4 

52 

54 3/8 
50 

60 5/8 
54 3/8 

581/8 
50 7/8 

68 3/4 
60 7/8 

601/2 
52 5/8 

67 3/4 
57 3/4 

60 

531/2 

68 3/4 
52 

601/2 

50 


(a) Before charges for depreciation. 


(b) Includes an after-tax loss of $29.2 million ($.18 per share) in the first quarter related to the adoption of Financial Accounting Standards No. 121. 
$7.2 milltoiU&O^per stare)wasr&cwded StmentS W6re ^ mater ' 3 * *° any < l uar * er ® XC ®P* fourth quarter of 1997, Wien an afler-tax credit of 
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In Millions, Except per Share Data 

Vlay 25, May 26. 
1997 1996 

May 28, 
1995 

May 29, 
1994 

May 30, May 31, May 26, 
1993 1992 1991 

May 27, 
1990 

May 28, 
1989 

May 29, 
1988 

May 31, 

1987 

Financial Results 

Net earnings per share (a) 

$2.82 

$3.00 

$2.33 

$2.95 

$3.10 

$2.99 

$2.87 

$2.32 

$2.53 

$1.63 

$1.25 

Continuing operations earnings 
per share(a) 

Returnon average equity 

Dividends per share (a) 

Sales 

2.82 

111.0% 

2.03 

5,609 

3.00 

212.3% 

1.91 

5,416 

1.64 

52.0% 

1.88 

5,027 

2.14 

37.7% 

1.88 

5,327 

2.52 

39.1% 

1.68 

5,138 

2.39 

39.9% 

1.48 

4,964 

2.26 

49.2% 

1.28 

4,657 

1.71 

49.5% 

1.10 

4,242 

1.42 

60.0% 

.94 

3,703 

1.22 

41.1% 

.80 

3,323 

.94 

31.4% 

.625 

3,101 

Costs and expenses: 

2,328 

2,241 

2,123 

2,012 

2,003 

1,967 

1,819 

1,817 

1,665 

1,451 

1,380 

Selling, general and administrative 
Depreciation and amortization 
Interest, net 

Unusual expenses (income) 

Total costs and expenses 

2,239 

183 

101 

48 

4,899 

2,128 

187 

101 

4,657 

2,008 

192 

101 

183 

4,607 

2,351 

174 

79 

147 

4,763 

2,191 

153 

56 

36 

4,439 

2,126 

143 

45 

(12) 

4,269 

2,075 

134 

51 

(48) 

4,031 

1,819 

112 

24 

3,772 

1,546 

97 

15 

(4) 

3,319 

1,413 

84 

24 

(8) 

2,964 

1,321 

78 

20 

(18) 

2,781 

Earnings from continuing 












operations before taxes and 
earnings (losses) of joint ventures 
Income taxes 

710 

259 

759 

280 

420 

153 

564 

217 

699 

276 

695 

283 

626 

245 

470 

184 

384 

151 

359 

146 

320 

153 

Earnings (losses) of joint ventures 
Earnings from continuing operations 
Discontinued operations after taxes 

(6) 

445 

(3) 

476 

(7) 

260 

107 

(7) 

340 

134 

(12) 

411 

95 

(16) 

396 

100 

(9) 

372 

101 

(4) 

282 

99 

233 

251 

(70) 

213 

70 

167 

55 

Accounting changes 

Net earnings 

445 

476 

367 

(4) 

470 

506 

496 

473 

381 

414 

283 

222 

Earnings from continuing 
operationsasa percent of sales 

7.9% 

8.8% 

5.2% 

6.4% 

8,0% 

8.0% 

8.0% 

6.6% 

6.3% 

6.4% 

5.4% 

1 Weighted average number of 
common shares (a) 

158 

159 

158 

159 

163 

166 

165 

164 

164 

174 

178 

Taxes (income, payroll, 
property, etc.) per share (a) 

2.00 

2.11 

1.30 

1.68 

1.98 

2.08 

1.86 

1.51 

1.30 

1.19 

1.19 

i Financial Position 

I Total assets 

3,902 

3,295 

3,358 

4,804 

4,310 

3,997 

3,561 

2,990 

2,648 

2,422 

2,083 

Land, buildings and equipment, net 
Working capital at year end 

1,279 

(281) 

1,312 

(197) 

1,457 

(324) 

1,503 

(630) 

1,463 

(386) 

1,398 

(238) 

1,168 

(142) 

1,048 

(214) 

876 

(242) 

747 

(426) 

657 

(18) 

Long-term debt, excluding 
current portion 

Stockholders’ equity 

1,530 

495 

1,221 

308 

1,401 

141 

1,413 

1,151 

1,264 

1,219 

916 

1,371 

875 

1,114 

685 

810 

532 

732 

357 

649 

281 

730 

] Stockholders’ equity per share (a) 

3.09 

1.94 

.89 

7.26 

7.59 

8.28 

6.74 

4.96 

4.54 

3.88 

4.14 

Other Statistics 

Total dividends 

321 

304 

297 

299 

275 

245 

211 

181 

154 

139 

111 

Gross capital expenditures 

163 

129 

157 

213 

317 

396 

279 

292 

248 

42 

181 

41 

141 
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Research and development 
Advertising media expenditures 

61 

306 

60 

320 

60 

324 

59 

292 

56 

283 

55 

309 

52 

314 

296 

252 

254 

246 

Wages, salaries and employee 
benefits 

564 

541 

538 

558 

556 

598 

633 

579 

491 

461 

496 

Number of employees (actual) 

10,200 

9,790 

9,882 

10,616 

10,577 

12,195 

12,521 

12,787 

12,491 

12,722 

13,096 

Accumulated LIFO reserve 

48 

56 

53 

43 

47 

50 

54 

56 

52 

do 
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Common stock price range (a)(b): 
High 

68 3/4 

601/2 

633/4 

683/4 

741/8 

757/8 

60 7/8 

39 5/8 

33 7/8 

31 

28 

52 

50 

493/8 

49 7/8 

62 

541/4 

37 7/8 

313/8 

22 3/8 

203/8 

18 1/2 

| Close 

64 1/4 

581/4 

60 5/8 

541/2 

65 1/4 

631/2 

58 

39 

333/4 

22 7/8 

27 


(a) Years prior to 1991 have been adjusted for the two-for-one stock split in November 1990. 

(b) Prices shown prior to 1996 are before the spin-off described in Note Three. The closing prices on May 26,1995 of the two common stocks on a 
when-issued basis were $49 7/8 for General Mills and $10 7/8 for Darden Restaurants. 

Note: Excluding return on equity, amounts presented in this summary have been restated to a continuing operations basis. 
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Board of Director: 


Richard M. Bressler 

Retired Chairman 
of the Board, 

El Paso Natural Gas Company 
(natural resources) (1,2,3*,5) 
Seattle, Washington 

Livio D. DeSimone 

Chairman of the Board and 
Chief Executive Officer, 

3M Company (diversified 
manufacturer) (1,3,4,6) 

St. Paul, Minnesota 

William T. Esrey 

Chairman and Chief Executive 
Officer, Sprint Corporation 
(telecommunications systems) 
(1,2,4*, 5) 

Kansas City, Missouri 

Charles W. Gaillard 

President, 

General Mills, Inc. (1) 
Minneapolis, Minnesota 


Judith Richards Hope 

Senior Counsel, 

Paul, Hastings, Janofsky & 
Walker, LLP (attorneys) (2,5,6) 
Washington, D.C. 

Kenneth A. Macke 

Retired Chairman of the Board 
and Chief Executive Officer, 
Dayton Hudson Corporation 
(retail stores) (1,3,5*,6) 
Minneapolis, Minnesota 

Michael D. Rose 

Chairman of the Board, 

Prom us Hotel Corporation, 
(hospitality company) (1,2*,3,5) 
Memphis, Tennessee 

Stephen W. Sanger 

Chairman of the Board and 
Chief Executive Officer, 

General Mills, Inc. (1*) 
Minneapolis, Minnesota 


A. Michael Spence 

Dean of the 

Graduate School of Business, 
Stanford University (2,4,5) 
Stanford, California 

Dorothy A. Terrell 

Vice President, Sun 
Microsystems, Inc. (computer 
products and services) (4,6) 
Chelmsford, Massachusetts 

Raymond G. Viault 

Vice Chairman, 

General Mills, Inc. (1) 
Minneapolis, Minnesota 

C. Angus Wurtele 

Chairman of the Board, 

The Valspar Corporation 
(paints and coatings) (2,4,6*) 
Minneapolis, Minnesota 


Board Committees: 

(1) Executive Committee 

(2) Audit Committee 

(3) Compensation Committee 

(4) Finance Committee 

(5) Nominating Committee 

(6) Public Responsibility 
Committee 

(*) Denotes Committee Chair 


iWlanagemerst 


Stephen W. Sanger 

Chairman of the Board and 

Chief Executive Officer 

Y. Marc Belton 

Vice President; 

President, New Ventures 

Charles W. Gaillard 

President 

Edward K. Bixby 

Senior Vice President; 
President, Consumer Foods 
Sales and Distribution 

Raymond G. Viault 

Vice Chairman 

Peter J. Capell 

Vice President; 

President, Snacks Unlimited 


Randy G. Darcy 

Senior Vice President, 
Operations 


Stephen R. Demeritt 

Executive Vice President; 
Chief Executive Officer, 

CPW, S.A. 


Jon L. Finley 

Senior Vice President; 
President, Gold Medal 


Leslie M. Frecon 

Jeffrey J, Rotsch 

Senior Vice President, 

Senior Vice President; 

Corporate Finance 

President, Big G Cereals 

Stephen J. Garthwaite 

Christina Steiner Shea 

Senior Vice President, 

Vice President; 

Innovation and Technology 

President, Betty Crocker 

Eric J. Larson 

Robert L. Stretmater 

Senior Vice President, 

Vice President; 

Investor Relations 

President, Foodservice 

Siri S. Marshall 

Danny L. Strickland 

Senior Vice President, 

Senior Vice President, 

General Counsel 

Research and Development 

David D. Murphy 

Austin P. Sullivan, Jr. 

Senior Vice President; 

Senior Vice President, 

President, International Foods 

Corporate Relations 

Michael A. Peel 

Kenneth L. Thome 

Senior Vice President, 

Senior Vice President, 

Human Resources 

Financial Operations 

Kendall J. Powell 


Vice President; 


President, Yoplait-Colombo 
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Management 


Operating Division 
Management 

Betty Crocker 

Christina Steiner Shea 
President 

Shawn P. O’Grady 
Business Unit Director, 

Main Meals/Side Dishes 

Big G Cereals 

Jeffrey J. Rotsch 
President 

Mark W. Addicks 
Vice President, 

Cheerios Business Unit 

Scott C. Lutz 
Vice President, 

New Enterprises 

Kevin A. Nosbisch 
Vice President, 

Financial Operations 

Michele M. Seeley 
Business Unit Director, 

Child Cereals 

Vijay K. Sood 
Vice President, 

Research and Development 

Barry C. Wolfish 

Vice President, Adult Cereals 

Laurie H. Greeno (1 > 

Vice President 

Foodservice 
Robert L. Stretmater 
President 

Ronald E. Behm 
Director, National Sales 

Jeffrey R. Page 
Marketing Director 

Gold Medal 

Jon L. Finley 
President 

Subhendu M. Chakrabarti 
Vice President, 

Research and Development 

David P. Homer 
Vice President, 

Marketing - Flour, 

Baking Mixes and Pouches 

Michael P. Jonikas 
Business Unit Director, 
Desserts 

Richard 0. Lund 
Vice President, 

Financial Operations 

New Ventures 

Y. Marc Belton 
President 


Snacks Unlimited 

Peter J. Capell 
President 

James W. Feil 
Vice President, 

Financial Operations 

John F. Haugen 
Business Unit Director, 
Adult/All Family Snacks 

Maria S. Morgan 
Business Unit Director, 

Kid Snacks/Beverages 

Kimberly A. Nelson (1 > 

Director 

Yoplait-Colombo 

Kendall J. Powell 
President 

Patrick E. Simmons 
Director, 

Marketing and Sales 

Information Systems 

Phillip G.Semmer 
Vice President 

Consumer Foods Sales 
and Distribution 

Edward K. Bixby 
President 

Richard L. Best 
Vice President, 

Financial Operations 

Richard H. Hanson 
Vice President, Distribution 

James J. Kula 

Vice President, Central Zone 

David J. McMahon 
Director, Trade Relations 

Keith R. Sieck 
Vice President, 

Human Resources 

David G. Stuckey 

Vice President, Western Zone 

Jefferson B. Yeakel 

Vice President, Eastern Zone 

Consumer Foods Trade 
Marketing and Promotion 

John T. Machuzick 
Vice President 

Marketing Services 
Donald L. Knutzen 
Vice President 

Robert J. Blake 

Vice President, Advertising 

Operations 

Randy G. Darcy 
Senior Vice President 


James R. Getchell 
Vice President, 

Operations - Snacks/Mixes 

L Scott Hackett 

Vice President, Commodities 

David B. Johnson 
Vice President, 

Operations - Cereals 

Joseph R. Mucha 
Vice President, 

Human Resources 

Ronald D. Olson 

Vice President, Grain Operations 

David L. Sorensen 
Vice President, Purchasing 

John H. Stafford 
Vice President, 

Financial Operations 

Innovation and Technology 

Stephen J. Garthwaite 
Senior Vice President 

Danny L. Strickland 
Senior Vice President, 

Research and Development 

Steven N. Heller 

Vice President, Quality and 

Regulatory Operations 

Sidney F. Sapakie 

Vice President, International 

Research and Development 

international Foods 

David D. Murphy 
President 

Donald L. Brink 
Director, Export 

Garry A. Habel 

Regional Director, Asia Pacific 

Gen Snacks 
James V. McDonnell 
Managing Director 

Keith C. Kinniburgh 
Vice President, Sales 

General Mills Canada 

Christi L. Strauss 
President 

R. Brooks Gekler 
Senior Vice President, 

Marketing 

Brian A. Laverty 
Vice President, Sales 

CPW, S.A.® 

Stephen R. Demeritt 
Chief Executive Officer 

Ian R. Friendly 
Vice President, Asia, 

Latin America and Export 


Asterios M. Ginis 
Vice President, 

Research and Development 

Linda H. Mills 
Vice President, 

Marketing, CP-UK 

Richard A. Shaeffer 
Vice President, Marketing 

International Dessert Partners (3) 

Robert F. Waldron 
Director, Marketing 

Staff Officers 

Ivy S. Bernhardson 

Vice President, Corporate 

Secretary and Associate General 

Counsel 

Terrance J. Brown 
Vice President, 

Corporate Growth 

Sam A. Catapano 
Vice President, Auditing 

James L. Craig, M.D. 

Vice President, Health and 
Human Services 

Michael L. Davis 
Vice President, 

Compensation and Benefits 

James W. Galovan 
Vice President, 

Human Resources - Marketing 

Ernest M. Harper, Jr. 

Vice President, Taxes 

Reatha Clark King 
Vice President; President 
and Executive Director, 

General Mills Foundation 

D. Russell Norha 

Vice President, Labor Relations 

Joseph R. Rutledge 
Vice President, 

Communications 

David B. VanBenschoten 
Vice President, 

Treasury Operations 

William A. Van Brunt 
Vice President, 

Associate General Counsel, 
General Counsel - Foods 


(1) On leave of absence 

(2) 50/50 joint venture with 
Nestl6, S.A. 

<3> 50/50 joint venture with 
CPC International 
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Shareholder information 


TRANSFER AGENT, REGISTRAR, DIVIDEND 
PAYMENTS AND DIVIDEND REINVESTMENT PLAN 

Norwest Stock Transfer 

161 North Concord Exchange 

P.0. Box 64857 

St. Paul, MN 55164-0857 

Phone: (800) 670-4763 or (612) 450-4084 

Address correspondence as appropriate to the attention of: 
Address Changes 
Stock Transfer 

Voluntary Cash (reinvestment plan) 

Shareholder Services 

For other stock-related information, call General Mills’ Stock 
Transfer Department at (800) 245-5703. 

INDEPENDENT AUDITOR 

KPMG Peat Marwick LLP 
4200 Norwest Center 
90 South 7th Street 
Minneapolis, MN 55402-3900 
Phone: (612) 341-2222 

FORM 10-K REPORT 

We believe that the financial statements in this Annual 
Report to Stockholders include all significant financial data 
in the annual report filed on Form 10-K with the Securities 
and Exchange Commission. Stockholders may request a free 
copy of the Form 10-K and attached schedules by writing to: 
Secretary, General Mills, Inc., P.O. Box 1113, Minneapolis, 
MN 55440. 

SHAREHOLDER REPORTS/1 NVESTOR INQUIRIES 

Shareholders seeking information about General Mills are 
invited to contact the Investor Relations Department at 
(800) 245-5703. Within the 612 area code, call 540-2444. 
Recorded summaries of quarterly earnings announcements 
and other key company news are available on the toll-free 
line. Shareholders may also request to receive, free of 
charge, copies of quarterly earnings releases. 


© General Mills, Inc. 

0 Printed on paper containing 50 percent recycled fiber, 
including 10 percent post-consumer waste. 


NOTICE OF ANNUAL MEETING 

The annual meeting of stockholders will be held at 
11 a.m.. Central Daylight Time, Monday, September 22,1997, 
at the Children’s Theatre Company, 2400 Third Avenue 
South, Minneapolis. 

CORPORATE CITIZENSHIP REPORT 

General Mills’ 1997 Corporate Citizenship Report details the 
company’s many community service and philanthropic activ¬ 
ities. To receive a copy, write to: General Mills Community 
Affairs Department, P.O. Box 1113, Minneapolis, MN 55440. 

MARKETS 

New York Stock Exchange 
Chicago Stock Exchange 

STOCK EXCHANGE SYMBOL: GIS 


COMPANY ADDRESSES 

General Mills Executive Offices 
Number One General Mills Boulevard 
Minneapolis, MN 55426 
Phone: (612) 540-2311 

Mailing Address: 

P.O. Box 1113 
Minneapolis, MN 55440 

Internet Address.- 
http://www.genmills.com 

HOLIDAY GIFT BOXES 

General Mills Gift Boxes are a part of many shareholders’ 
December holiday traditions. This season's gift box features 
the Betty Crocker New Choices Cookbook and an assortment 
of General Mills food products. To request a brochure and 
order form, please call (800) 245-5703 or write, including 
your name, street address, city, state and zip code to: 

1997 Holiday Gift Box Offer 
General Mills, P.O. Box 1112 
Dept. 95 

Minneapolis, MN 55440-1112 









General Mills, Inc, 

P.0, Box 1113 
Minneapolis, MN 55440 







